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Editorial 


The Fourth Estate 
A Neglected Basis of Public Relations 


. BILLBOARD once carried these 

words, “You See This—So Do 
Others.” I don’t believe that billboard 
has been without an advertisement 
since. The same psychology is applica- 
ble to the daily newspaper. But what 
others see in it may not be a tribute 
to fiduciary administration; it will 
probably be some nuisance suit or 
highly sensational charges levelled 
against a trust company or bank for 
losses in investment, often by some 
irresponsible person; or some badly- 
garbled account of a court decision 
which appears to be quite unflattering 
to corporate fiduciary ability. 


Reports of Court Decisions and Suits 


Not long ago an otherwise most 
reputable metropolitan newspaper 
carried a story under some such title 
as “Widow Sues Trust Company— 
Claims Income Wrongfully With- 
held.” All it amounted to was a 
court test for interpretation of what 
constituted income and what princi- 
pal of a trust. But the public doesn’t 
know that, nor would they be inter- 
ested in a technical explanation. And 
this is not an isolated case; in fact, it 
is about the only sort of news mention 
accorded trust companies. Two 
courses are open to remedy such mis- 


representations: either newspapers 
will have to be persuaded to check up 
with the company concerned, and re-. 
frain from publishing stories from 
irresponsible sources, or trust insti- 
tutions (or a representative of a local 
fiduciary association) must provide 
an informed and official spokesman 
for contact with news reporters. 
The American Bar Association has 
taken a progressive and commendable 
step forward in creating a committee 
to clarify and facilitate legal public- 
ity. Meetings will be held with repre- 
sentative newspaper executives and 
radio directors, particularly with re- 
gard to the reporting of court trials. 
Already a committee has been ap- 
pointed by the American Newspaper 
Publishers’ Association to confer 
with representatives of the Bar. 


The Public Aspect of Trusteeship 

Public Relations cannot be consid- 
ered as simply a new catch-word for 
Customer Relations. The extent to 
which corporate fiduciaries receive 
desirable new business, and are able 
to administer and protect it profitably 
and without invasion by impassioned 
encroachments on “wealth,” depends 
not on the few who come in contact 


with actual bank and trust company 


125 





126 


activities and officials, but on the 
many whose “knowledge” or impres- 
sions come from their daily paper or 
from scandal-mongering Dame Ru- 
mor. A surprising amount of trust 
business doubtless originates or is 
jeopardized at the bridge table or on 
the golf course. 

It is the uninformed or misin- 
formed public which permits attacks 
or even encourages subversive laws, 
regulations and investigations. News- 
papers may be interested in the sen- 
sational, but at least there are few 
which would not prefer accuracy or 
would intentionally misrepresent the 
facts, if they could obtain a proper 
interpretation. 


Relations with the Press 


What have trust institutions done 
to give reporters the facts? Recogniz- 
ing the confidential nature of the trust 
relationship and its obligations, the 
truth is also recognizable that the 
newspapers are going to get a story 


somewhere. The courts, and the pub- ° 


lic record offices which give full in- 
formation on probate and tax ap- 
praisal, or in some cases publicity- 
seeking representatives of appellants, 
offer an open field of exploration for 
reporters rarely conversant with any 
technicalities of trust and estate 
work. Far from protecting the bene- 
ficiaries by secrecy, the trust officer 
may have a duty to present the pub- 
licly-recorded information, together 
with such incidental facts as may as- 
sure their use without distortion or 
injustice. This can only be effective, 
however, if it is done immediately, 
and before the news value cools, 
which would discourage future co- 
operation by the reporter. There 
should be no room for criticism if the 
story is judiciously handled. 


The Human Side of Trust News 


And what of the social and civic 
contributions made by testators and 
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trustors and which are carried to ful- 
fillment by the corporate fiduciary? 
Libraries, museums, observatories, 
laboratories, parks, etc., have been 
created and maintained through the 
medium of the local trust institution. 
The fine Michigan University law 
quadrangle which that great author- 
ity on corporation law, William W. 
Cook, originated and his trustees re- 
cently completed, is a remarkable 
contribution to legal research and ed- 
ucation with wide news possibilities. 

There is a great wealth of human- 
interest news in every established 
trust department—not morbid or 
queer cases, nor illustrations which 
lead to expectations and demands for 
all sorts of unnecessary and impos- 
sible services, but proof that the trust 
institution was conceived and still 
operates as a human and specially 
qualified medium for the protection of 
those who would gladly seek this har- 
bor if they knew the worthiness and 
hospitality of its shelter. 


—From The Washington Post 





The Real Basis of Values 


Purchasing Power and Investment Stability 


DR. HAROLD G. MOULTON 
President, The Brookings Institution; Washington, D. C. 


Editor’s Note: 


Trust institutions are vested with a fundamental 


interest in promoting the financial welfare of the general public, 
according to Dr. Moulton, through encouragement of lower commodity 


prices. 


Effects of division of income between spending and saving are 


described as they affect investment stability. 


O one is more interested in the effi- 

cient operation of our economic 
system than are the trust companies. The 
values which it is their function to con- 
serve are dependent upon stability. The 
very existence of trust companies is 
based on the premise that certain values 
are real and permanent—that things can 
be counted in dollars, not only now but 
in the next generation. This is true, in 
the long run, only to the extent that our 
economic system functions as an efficient 
machine for producing the maximum of 
goods and services for the people. 

For the rate of -progress of the people 
is the basic factor in all investment. 
Fundamentally, it is a great deal more 
important than the rate of interest. Un- 
less the masses of people are moving 
forward to higher living standards as 
those higher standards are technologi- 
cally made possible, all investments 
contain an element of weakness. The 
economic order on which they depend 
is being undermined. 


Distribution of Financial Benefits 


The question of whether we are mak- 
ing full use of our resources in achieving 
the greatest good for the greatest num- 
ber has been asked with increasing 
frequency in recent years. The depres- 
sion, of course, has focused attention on 
economic problems, but the question is 
not one of the precipitating causes of 
the depression. It is whether, over the 
long term, we have been moving forward 
as rapidly as we could—reducing pov- 
erty, raising living standards and mak- 
ing our country a better place for the 
masses of people. 


Our progress in the past has been very 
substantial, particularly when compared 
with that in other countries. Between 
1900 and 1930, the per capita income in- 
creased about 38 per cent while average 
working hours were decreasing 13 per 
cent. But is even this a favorable show- 
ing in view of our great technological 
advance during this period? If it was 
not—why not? 

The indications are that we could have 
done a great deal better. Living stand- 
ards were not raised more because arti- 
ficial obstructions to the operation of the 
profit system increasingly blocked the 
dissemination of its benefits to the 
masses. 

We reached these conclusions by way 
of a three year study to which we gave 
the name, “Income and Economic Prog- 
ress.” It was financed by a grant of 
funds from the Falk Foundation of Pitts- 
burgh. The objective was in no sense an 
attempt to find a depression remedy. It 
was, rather, an attempt to appraise the 
working of the capitalistic system in 
America under so-called normal condi- 
tions. The fact that it was undertaken 
in a period of depression was more or 
less incidental. 


Productive Capacity 


The first part of the survey was 
directed toward ascertaining our national 
capacity to produce, and the results of 
that survey, published by the Brookings 
Institution in 1934 in a volume entitled 
“America’s Capacity to Produce,” showed 
that the practical productive capacity of 
the country in 1929 had been substan- 
tially greater than the capacity actually 
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utilized. It was found that, roughly 
speaking, America could have produced 
approximately 25 per cent more goods 
and services than it did in 1929. Fur- 
thermore, approximately this proportion 
of non-utilization of productive capacity 
had existed over the preceding thirty 
years. Performance in 1929 was that of 
the productive mechanism at its best. 
In 1932, at its worst, volume of produc- 
tion was about one-third less. 


The theory has long been held that the 
division of income between spending and 
saving has no effect upon the utilization 
of productive resources; that increased 
savings lead to construction of more capi- 
tal goods; that greater spending causes 
greater production of consumption goods, 
the total of the two being, in general, 
the same. Our third inquiry was an 
examination of. this theory and the proc- 
ess by which money savings of the 
people are converted into new capital 
equipment. The results of this study 
were published in 1935 in a volume en- 
titled “The Formation of Capital.” 


Consuming Ability and Profitable 
Investment 


Our findings, in brief, were that sav- 
ings do not in themselves create demand 
for capital goods; they merely furnish 
a capital reservoir which may be tapped 
if expansion appears profitable. Expan- 
sion, however, will be profitable only 
during a period of expanding consump- 
tive demand. And when an increasing 
percentage of the national income goes 
into savings, the consumptive demand 
will be insufficient to cause all savings to 
be profitably employed, through invest- 
ment channels, in the construction of 
capital goods. The evidence of our study 
is that the controlling factor is consump- 
tive demand. 

By way of illustration of the effect of 
concentration of income upon money 
savings, it was found that two-thirds of 
the entire money savings in 1929 were 
made by that 2.3 per cent of the popula- 
tion who had incomes in excess of 
$10,000. In general, the income of those 
in the lower income brackets was con- 
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sumed in living expenses. The result of 
this excess of savings, huge in amount 
arising from a small percentage of the 
population, is a continuing inability to 
find adequate market outlets for our full 
productive capacity. 

Upon the basis of the three studies 
mentioned, we proceeded to draw con- 
clusions, published late in 1935 under the 
title “Income and Economic Progress.” 
We shall outline these conclusions briefly. 

Our chief necessity is to increase 
purchasing power in order that increased 
production may be utilized. The oldest 
and most direct approach to the problem 
of increasing the income of the masses 
has been the effort to raise money wages. 
This has had the backing not only of 
labor organizations but also of many 
broad-minded business leaders. Its major 
shortcoming is that its benefits, in gen- 
eral, do not accrue to the great mass of 
people, but are limited to certain groups. 
In fact, the effects on other groups 
which are not sufficiently organized to 
obtain their share of wage increases are 
likely to be adverse. Among those who 
do not benefit are farmers, professional 
men, and other groups of people compos- 
ing more than half our population. In 
the past grave disparity has been created 
between rural and urban groups because 
farmers, completely outside the wage- 
earning classes, have had to pay higher 
prices as a result of urban wage in- 
creases. 


Prices and Technical Progress 


If we cannot - effectively and evenly 
raise the living standards of the great 
mass of our population by increasing 
money wages, we can accomplish the 
same end by reducing prices—but main- 
taining the wage level. Such a move- 
ment is an integral part of the capital- 
istic theory. Under capitalism men 
engage in enterprise for profit, and each 
enterpriser seeks to reduce costs by in- 
creasing efficiency of production. Inge- 
nuity and inventiveness is constantly 
stimulated. Whatever increase in tech- 
nological efficiency is thus made by enter- 
prisers gives them an advantage over 
less alert competitors, and they seek 
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to make the most of that by enlarging 
their market through the reduced prices 
they can afford but their less enterpris- 
ing competitors cannot. Under this pres- 
sure of competition, the obsolete and 
otherwise inefficient establishments are 
gradually eliminated, leaving only those 
which are most efficient. Thus progress 
is made under the capitalistic theory, by 
passing on to all consumers through 
reduced prices the benefits of increased 
productive efficiency. 


The greatest benefits to enterprisers 
can be obtained only by maintaining 
consumer purchasing power. While rais- 
ing money wages in order to raise living 
standards does, as we have seen, benefit 
certain groups, it stops there. On the 
other hand, lowering prices for the same 
purpose benefits all, for all are consum- 
ers. And its benefits accrue particularly 
to that great mass of the population in 
the lower income brackets where it is 
most needed. 


Harmful Effect of Price-Fixing 


This normal tendency of capitalism to 
pass on automatically through reduced 
prices the benefits of technological prog- 
ress has until recent decades had free 
play. In the past fifty years, however, 
this tendency has been blocked to a grow- 
ing degree by forces seeking to stabilize 
prices. Such forces have included large 
industrial combinations, trade associa- 
tions, cartels, and, more recently, code 
authorities under government sponsor- 
ship. Briefly, the effects of this freez- 
ing process may be ‘illustrated by a com- 
parison of prices at different periods. 


In the period 1870 to 1900, which was 
one of rapid technological progress, the 
general level of wholesale prices declined 
materially, and transportation rates were 
greatly reduced. Pig iron dropped from 
$33.23 to $19.98 per ton. Open hearth 
steel rails, which sold for $106.79 per 
ton in 1870, declined to $32.29 in 1900. 
These and similar reductions were not 
accomplished by a reduction of money 
wages, however, since these show only 
a very slight decrease during the period 
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1870 to 1900. Real wages—and living 
standards—rose substantially. 

Turning to later periods, we find that 
in the period 1900-1913, the price of 
steel rails which had declined so marked- 
ly between 1870 and 1900, remained ab- 
solutely fixed at $28 per ton. And it 
should be remembered that the price of 
steel affects the price of many other 
products. In 1922-29, during which pro- 
ductive efficiency per person gainfully 
employed in manufacturing rose 25 per 
cent, prices of manufactured goods de- 
clined only 5 per cent. Price stabilizing 
influences were becoming progressively 
effective. In certain lines, notably auto- 
mobiles, lower prices and improved qual- 
ity were being persistently offered, and 
the beneficial results of this policy do 
not need enumeration. But it is not 
enough that some industries should pur- 
sue a policy of lowering prices. The © 
policy must be adopted by all for broad 
prosperity. 


Stability of Values 


It may be pointed out that price sta- 
bilization, with its restriction of pur- 
chasing power, does not stabilize the 
values with which fiduciaries must deal. 
On the contrary it tends to destroy these 
values in the end. 


The interest of trust companies coin- 
cides with that of all the people—in 
throwing off those artificial restraints 
and stabilizing influences so that greatest 
progress is possible. Frozen price struc- 
tures must be thawed out; competition 
must have free play; reduction in costs 
obtained by improved methods must be 
passed on to the masses in reduced prices. 


When all the natural forces of capi- 
talism have free play, the result is a 
rising spiral of increased production, 
lowered prices, greater consumption and 
rising living standards, all of which go 
on at an increasing rate as men exert 
themselves continually to improve their 
methods. Here is the way to the produc- 
tive preservation of values, and to the 
continuance and growth of those useful 
functions which trust institutions per- 
form. 
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It’s Our Job to Manage 
Estates and Trusts 


CITY BANK FARMERS TRUST 
COMPANY, America’s oldest trust 
company, whose charter marked 
the inception of corporate trustee- 
ship in this country, is today a 
trust company exclusively. It does 
no commercial banking business 

.. sells no securities. Its entire 
personnel is dedicated to a single 
purpose—the care and manage- 


ment of the property of its clients. 


City BANK FARMERS TRUST COMPANY 


. Chartered 1822 
22 William Street—New York 


Member of the Federal Deposit Insurance Corporation 
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Accounting Problems of Mortgages Foreclosed 
by Trustee 


Allocation of Proceeds and Charges—New York Cases 


EDWARD B. SCHULKIND and RALPH HERBERT WIENER 
Members of the Bar, New York City 


Editor’s Note: 


Practical rules to be followed by trustees in the allo- 


cation of carrying charges of foreclosed mortgages and in the distribu- 
tion of proceeds of sale of such real estate, were outlined in a decision, 
January 14, by the New York Court of Appeals in the Matter of 
Chapal. The authors, Mr. Schulkind, formerly lecturer on law at the 
Walton School of Commerce, and Mr. Wiener, an ex-Editor of the 
Columbia Law Review, who appeared as attorneys for the remainder- . 
men and trustees respectively in the case, present the results of an 
exhaustive and original study of the general subject. 


PROBLEM confronted by many 
trustees in the course of adminis- 
tration of estates during depression 
years has recently been settled by the 
New York Court of Appeals in Matter 
of Chapal discussed infra. 

The facts in the following hypotheti- 
cal case are common to many trust es- 
tates today: Let us assume that a tes- 
tator dies leaving an estate to trustees 
to pay over the income thereof to a life 
tenant with remainder over to named 
beneficiaries. The estate may have origi- 
nally consisted in part of real estate or 
mortgages, but we will suppose that 
such real estate or mortgages as were 
owned by the testator at his death were 
disposed of by his trustees. The will does 
not restrict the trustees to investments 
in legals and the trustees proceed to 
invest a portion of the corpus of the 
trust estate in a mortgage bearing in- 
terest at 6 per cent per annum. During 
the depression the mortgagor defaults 
and the trustees buy in the property at 
a foreclosure sale. Shall the expenses of 
foreclosure be paid out of principal or 
income? Lacking a purchaser who will 
take the property off their hands at a 
fair value in a glutted market, the trus- 
tees hold the property and in the case 
of improved real estate, manage the 
same pending a sale. If the real estate 
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is operated at a deficit, shall such deficit 
be paid out of principal or from the 
income earned by other assets in the 
trust estate? If after several years of 
operation at a deficit the real estate is 
sold, whether at a profit or a loss, is the 
life tenant entitled to a portion of the 
sale price as delayed income? If the real 
estate produced an income of only 2 per 
cent per annum during operation by the 
trustees, would the life tenant be en- 
titled to receive out of the eventual sale 
price the difference between the amount 
of interest received and the interest rate 
specified in the mortgage? Succinctly 
stated, the problem is: What is the 
proper method of accounting to be pur- 
sued by a trustee with reference to al- 
locating between the life tenant and the 
remainderman income received and dis- 
bursements incurred during the period 
of operation of (a) improved or (b) 
unimproved real property acquired 
through the foreclosure of mortgages in 
which the trustee has invested estate 
funds, and the method of distribution of 
the proceeds upon the sale of such real 
property? These questions have sorely 
perplexed fiduciaries for some time with 
few guiding precedents and without any 
appreciable light from the Court of Ap- 
peals until its decision in Matter of 
Chapal, infra, in which the writers ap- 
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peared as attorneys for the remainder- 
men and trustees respectively. 

Space will permit of only a sketchy 
review of the cases which might be con- 
sidered in point. The New York Law 
Journal of January 23, 1936, published 
an illuminating opinion by Surrogate 
Wingate in Matter of Hutter, 95 N. Y. 
L. J. The Surrogate in his discussion of 
the question of law which is the sub- 
ject of this paper said at page 416: 


“So far as the diligence of counsel and the in- 
dependent research of the court have disclosed 
there are just an even dozen adjudications in 
the courts of this state bearing upon any of the 
problems herein raised. The first, in point of 
antiquity, is the decision of the First Department 
in Meldon v. Devlin (31 App. Div. 146, aff’d 167 
N. Y. 573).” 


The writers wish to point out, how- 
ever, that three important cases prior 
in point of time to Meldon v. Devlin 
merit consideration in an approach to 
the problems presented herein. They are 
Trust Co. v. Hall, 5 Dem. (N. Y.) Re- 
ports 73 (1887); Roosevelt v. Roosevelt, 
5 Redf. (N. Y.) 264 (1881); Schoon- 


maker v. Van Wyck, 31 Barb (N. Y.) 
457 (1860). 

In Trust Co. v. Hall, supra, the trus- 
tees invested estate funds in mortgages 


which were subsequently foreclosed, 
bought in by the trustees and later sold 
at a loss. The courts hold that since less 
was realized than the sum originally in- 
vested, the excess could not be treated 
as income. The fact that the parcels sold 
for more than the amounts for which 
they were bought in did not render the 
excess an accretion or increase of the 
estate. The court drew a neat distinc- 
tion between loans made by a trustee 
“in the course of administration” with 
trust funds and those originally in the 
testator’s estate. The latter situation ex- 
isted in Roosevelt v. Roosevelt, supra. 
There the court decided that after the 
eventual sale, a principal sum which 
with 5 per cent interest from the date 
of death to the date of sale would pro- 
duce the amount realized, should be car- 
ried to the capital account and the bal- 
ance to income. 

In the Roosevelt case, as in Matter of 
Jackson, 258 N. Y. 281 and Furniss v. 
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Cruikshank, 230 N. Y. 495, discussed 
infra, the property in question was in the 
estate at the time of the testator’s death. 
Obviously, the Roosevelt decision rests 
on the supposed intent of the testator 
that the cestui que trust should not be 
deprived of income through a delay on 
the part of the trustees to effect a sale. 
But where the mortgage comes into ex- 
istence through purchase by the trustee, 
as in Trust Co. v. Hall, supra, no inten- 
tion of the testator in regard to the dis- 
tribution of the proceeds of sale of such 
property can be said to exist. 

Schoonmaker v. Van Wyck, supra, is 
in some respects analogous to the Roose- 
velt case. It is, however, distinguishable 
from the facts in our hypothetical case, 
since there was a specific direction in 
the will to sell the real and personal 
property. The court said that this provi- 
sion was intended for the benefit of the 
cestui que trust and therefore the reten- 
tion of the (unimproved) real estate, ac- 
quired by the executors through fore- 
closure of a mortgage owned by the tes- 
tator, was unauthorized. At page 459, 
the court said: 


“This mortgage, it seems, the executors pro- 
ceeded to foreclose, but failing to find a pur- 
chaser for the mortgaged premises, at their fair 
value, the executors themselves became the pur- 
chasers and acquired the title. * * * Although 
the title was absolute in the trustees, they held 
it precisely as they held the mortgage security. 
In April, 1859, the fifteen lots of land were sold 
by the executors and converted into money. There 
were realized therefrom, after the payment of all 
expenses for taxes, assessments and expenses of 
sale, the sum of $8,451.00. This amount is of 
course subject to the executor’s commissions, and 
is to be applied to the following uses: list. To 
replace the sum of $1,612.31 which the fifteen 
lots of ground owed to the principal of the estate 
* * *, 2nd. From the proceeds of the sales of the 
lots of ground, there is next to be taken the in- 
terest upon the sum of $1,612.31 from the 10th 
day of April, 1845, to the time of entering this 
judgment * * *, Whatever shall remain of the 
proceeds of the fifteen lots of ground, after these 
deductions and payments, and after paying there- 
from the cost of this submission, is to be regarded 
as a part of the principal of the estate * * *.” 
(Italics ours.) 


A different rule was laid down by the 
Appellate Division in Meldon v. Devlin, 
31 App. Div. 146 at page 158, 53 N. Y. 
Supp. 172 at 180: 

“‘We think the court below rightly disposed of 
the proceeds of the sale of the water lots. These 


were two lots upon which the trustees originally 
held two of the Phillips mortgages, aggregating 
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about $25,000. In 1885 the mortgages were fore- 
closed, and the trustees bought in the property. In 
1893 Jeremiah Devlin, as surviving Trustee, sold 
it to the defendant Felix for a sum less than the 
principal and interest of the original mortgages. 
The judgment directs that the proceeds of sale 
be apportioned between the principal and income 
of the trust fund in the ratio which the aggre- 
gate principal of the mortgages bears to the 
whole unpaid interest. This was correct. The land 
represented the original investment in the mort- 
gages, and its proceeds should be distributed in 
the same manner as though the mortgages were 
being foreclosed for the first time for the amount 
of the purchase price. It is well settled that where 
the interest upon mortgages is unpaid, and the 
premises are eventually sold, the sum received 
should be ratably apportioned between principal 
and income. 2 Lewin, Trusts (Am. Ed. 1889) page 
1228; In re Moore, 54 Law J. Ch. 432; Hagan v. 
Platt, 48 N. J. Eq. 206, 21 Atl. 860. This is not 
a case of devastavit, and cases like Cook v. 
Lowrey, 95 N. Y. 103, have no application.” 


The property involved in the Meldon 
Case as in the Schoonmaker case, was 
unimproved, vacant land, with absolutely 
no prospect of producing income. The 
crucial reason for the rule may well have 
been that the investment by the trustees 
in mortgages was wholly unauthorized. 
See the opinion of Truax, J., before 
whom the case was tried at Special 
Term, Part III of the Supreme Court 
(page 86 of Record on Appeal in Court 
of Appeals). 


The Meldon case was affirmed by the 
Court of Appeals in a memorandum de- 
cision appearing in 167 N. Y. 573. How- 
ever, the question of allocation of the 
proceeds of sale of the real estate was 
very briefly and inadequately presented, 
as appears from an examination of the 
briefs on appeal. No attempt was made 
to distinguish between mortgages and 
parcels of real estate acquired by the 
trustee in the course of administration 
and those which formed part of the cor- 
pus of the original trust estate. 


In In re Marshall, 43 Misc. 238, 88 
N. Y. Supp. 550, the trustees invested a 
part of the residuary estate in mort- 
gages on unimproved real property. 
After default, the mortgages were fore- 
closed and bought in by the trustees. 
Carrying charges were paid out of prin- 
cipal and the property was ultimately 
sold at a profit. It was held that the pro- 
ceeds of the sale should be apportioned, 
the court relying only on Meldon v. 
Devlin. At page 243 the Court said: 
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“The purchase of the property was in effect 
an act intended only as temporary, in order to 
prevent immediate loss to the estate. The form of 
the security, although physically realty, was still 
to be regarded as personal property, and would 
eventually have to be distributed as such. 

The taxes thereon, in a sense, were not an- 
nual taxes imposed against the trust estate, but a 
charge against this particular piece of salvage, 
which the executors had taken temporarily, in the 
exercise of their prudent judgment. The taxes 
were part of the general expense to which the 
estate was put in an effort to prevent loss. 

The amount of the foreclosed mortgage, to- 
gether with the expense incurred for the fore- 
closure, the carrying charges, and the amount of 
the loss of income suffered, should constitute one 
common account, and upon the liquidation of the 
account by sale of the property taken in, the in- 
terests are to be adjusted and each party, life 
beneficiary and remainderman, is to get ‘exactly 
his own so far as it is possible to ascertain.’ ”’ 


This decision is of particular interest 
because of the court’s application of the 
rules of apportionment to the figures in- 
volved in the case. 

In In re Myers’ Estate, 161 N. Y. 
Supp. 1111, (not officially reported) the 
court applied the rule of Meldon v. Dev- 
lin to a case of improved real estate. 
No other precedents were relied upon 
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and the case has never been reviewed by 
any Appellate Court or cited for any 
purpose. 

Where the mortgage is in existence 
at testator’s death, the law of equitable 
conversion is brought into play with lip- 
service (see for example Lawrence v. 
Littlefield, 215 N. Y. 561 at page 567, 
582, and Furniss v. Cruikshank, 230 
N. Y. 495 at 502) to the supposed in- 
tention of the testator to benefit his 
near relatives, thus achieving an allo- 
cation of a portion of the ultimate sale 
price to the life tenant as income. See 
also Matter of Jackson, 258 N. Y. 281, 
Spencer v. Spencer, 219 N. Y. 459, Matter 
of Marshall, 113 Misc. 116, 238 N. Y. 
Supp. 763. 

The general rule is that deficits in 
operation of real estate like any other 
expenses of maintenance are to be paid 
out of income, capital being preserved 
intact. Matter of Albertson, 113 N. Y. 
434, 

Recently Surrogate Wingate of Kings 
County treated this problem in the case 
of In re Rowland’s Estate, 280 N. Y. 
Supp. 542. After discussing Matter of 
Albertson, Lawrence v. _ Littlefield, 
Spencer v. Spencer, Furniss v. Cruik- 
shank, Matter of Jackson, all supra, Mat- 
ter of Satterwhite’s Will, 262 N. Y. 339, 
the Surrogate said at page 547: 

“The rules of decision deducible from an 
analysis of these authoritative determinations are 
as follows: 

{2] A. Carrying charges of unproductive real 
property will be apportioned between income and 
principal, or the sales prices of such property will 
be apportioned between life tenant and remain- 
derman 

(1) If there is an imperative direction for sale 
thereof contained in the will, or 

(2) If it is inferable from the situation of the 
testator at the time of the drawing of the will 
that he desired that arrangement to be made. 

[3] B. An intention to have such apportionment 
made will be imputed to the testator 

(1) If the life tenant was a primary object of 
the testator’s bounty, and 

(2) If the testator knew that the inclusion of 
the property in question would wholly or mate- 
rially destroy the value of the gift. * * * 

[5] * * * Where, however, as in the case of the 
bulk of the property here in question, it was sub- 
stantially productive at the time of the execution 
of the will, had been so for almost a generation 
previous, and so continued for another decade, the 
facts contradict any inference of intention on the 
part of the testator for equitable conversion, since 


no inference can be indulged that the testator 
possessed clairvoyant powers.” 
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In Matter of Pitney, 113 App. Div. 845, 
99 N. Y. Supp. 588, the trustees invested 
$20,000 in a mortgage on a brickyard. 
The trustees bought in the property at a 
foreclosure and held it, being unable to 
find a purchaser. It is interesting to note 
that the Court said: (page 847) 


“It seems to be conceded that no income can 
ever be obtained from this unfortunate invest- 
ment. What is paid to protect this property is 
clearly for the benefit of principal.” 


The carrying charges were therefore 
allocated to principal. The case was 
appealed to the Court of Appeals where 
it was modified (186 N. Y. 540) on other 
grounds, the question of allocation of 
carrying charges not being touched upon 
at all in the opinion. 

In re Menzie’s Estate, 54 Misc. 188, 
105 N. Y. Supp. 925 followed the Pitney 
case, citing no other precedents. Possibly 
both of these cases were impliedly over- 
ruled by the conflicting decision of the 
Court of Appeals in the later case of In 
re Brooklyn Trust Company, 92 Misc. 
674, affirmed 173 App. Div. 948 without 
opinion, affirmed 219 N. Y. 565 without 
opinion. The trustee had taken over cer- 
tain mortgaged premises in merger of 
the mortgage. The life tenant objected 
that certain expenses were improperly 
charged to income. The expenses were 
not for betterment but were concededly 
for preservation and maintenance. Cer- 
tain buildings on the property subse- 
quently were damaged in a fire and the 
trustee took in place of the buildings 
moneys received from insurance. The 
memorandum decision of the Court of 
Appeals is as follows: 

“Appeal from an order of the Appellate Divi- 
sion of the Supreme Court in the Second Judicial 
Department, entered April 14, 1916, which affirmed 
a decree of the Kings County Surrogate’s Court 
settling the account of the trustee herein and 
overruling objections that the charges for main- 
tenance and expenses of certain real property 
were improperly charged against income, and that 
the proceeds of a policy of fire insurance received 
by the trustee should be apportioned between prin- 


cipal and income. * * * Order affirmed with costs ; 
no opinion.” 


See also the analogous problems in In 
re Shepard’s Will, 136 Mise. 218, 241 
N. Y. Supp. 86 (expenditures of trustee 
for rental of a safe deposit box aggre- 
gating $43.75 and for premiums on the 
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trustee’s bond aggregating $1,062.04 
were charged to income); Jn re Boyle’s 
Will, 140 Misc. 523, 251 N. Y. Supp. 197 
(expenses for the rental of safe deposit 
box and for services of a trust company 
which acted as custodian of certain se- 
curities and charges for trustee’s bond 
premiums were charged to income). 
Compare In re Wardman’s Will, 154 
Misc. 255, 276 N. Y. Supp. 778 (carrying 
charges of foreclosed property held by 
trustees were directed to be paid out of 
principal, but case goes off on point of 
equitable conversion); Matter of Mar- 
shall, 136 Misc. 116, 238 N. Y. Supp. 763 
(unproductive real estate constituted a 
small part of the trust fund and the 
Court held that the carrying charges 
could easily be borne by the life tenant 
without unduly depleting the income to 
be received from the productive prop- 
erty). 

The facts in Matter of Chapal are 
analogous to those in the hypothetical 
case posited supra. The trustees peti- 
tioned the Surrogate’s Court of Nassau 
County for instructions in regard to sub- 
stantially the same questions of law and 
accounting herein treated and Surrogate 
Howell instructed as follows: 


“A separate account should be set up upon the 
trustees’ books of each separate parcel so ac- 
quired, and such account kept until that particular 
parcel is sold. 

If the income of a particular parcel is insuffi. 
cient to pay carrying charges, the trustees should 
pay the deficiency from the principal of the trust, 
and not from the income. 

If the income of a particular parcel is more 
than sufficient to pay carrying charges, the trus- 
tees will be bound to exercise their own discre- 
tion and judgment upon the question of distribut- 
ing such surplus income entirely, or retaining the 
same or some part thereof to meet possible sub- 
sequent deficiencies. 

If such surplus exists in case of a particular 
parcel as to which the trustees have already taken 
funds from the principal of the trust to pav de- 
ficiencies, the trustees should re'mburse the vrin- 
cipal from such surplus income 

When any particular parcel is sold, the pro- 
ceeds of sale should be properly allocated as be- 
tween principal and income.” 


On appeal to the Appellate Division, 
Second Department (245 App. Div. 818, 
280, N. Y. Supp. 811) the decree of the 


Surrogate was modified as follows: 

“It is ordered and adjudged that the decree of 
the Surrogate’s Court of Nassau County so ap- 
pealed from be and the same hereby is modified 
by eliminating the provision that ‘Upon the sale 
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of any particular parcel the Trustees are directed 
to properly allocate as between principal and in- 
come the proceeds of such sale’ and substituting 
therefor a provision that the proceeds shall be 
added to principal, and as so modified the decree 
is unanimously affirmed on the law, without 
costs.” 


The case was then appealed to the 
Court of Appeals and the decision by 
Loughran, J. as far as relevant is as 
follows: 


“We are in accord with the Courts below in 
their treatment as separate units of properties ac- 
quired by the trustees through foreclosure. This 
method conforms to the procedure followed in 
Furniss v. Cruikshank, 230 N. Y. 498. (See the 
statement made in the opinion at page 509.) 
Practical good sense dictates its adoption here. 
No two parcels taken over by the trustees will be 
bought in on the same basis. Ordinary experience 
does not justify the expectation that any two can 
be sold under similar conditions. 

* * * If each parcel is to be managed separately, 
a deficit of carrying charges must be advanced 
out of principal. * * * 

In such an investment situation what is in- 
volved is the salvage of a security. The security, 
it is to be remembered, is a security, not for 
principal alone, but for income as well. On a sale, 
therefore, the proceeds should be used: First to 
pay the expenses of the sale and the foreclosure 
costs and next to reimburse the capital account 
for any advances of capital for carrying charges 
not theretofore reimbursed out of income from 
the property. Then the balance is to be appor- 
tioned between principal and income in the pro- 
portion fixed by the respective amounts thereof 
represented by the net sale proceeds. In the capi- 
tal account will be the original mortgage invest- 
ment. In the income account will be unpaid in- 
terest accrued to the date of sale upon the orig- 
inal capital. The ratio established by these respec- 
tive totals determines the respective interests in 
the net proceeds of a sale. Since that matter has 
not been argued before us, we do not fix the rate 
at which interest is to be computed.” 


Be it noted that the Court of Appeals 
in Matter of Chapal impliedly overruled 
its decision in In re Brooklyn Trust Com- 
pany, 219 N. Y. 565, supra. 
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In Matter of Hutter, 95 New York 
Law Journal 416 (January 23, 1936), 
supra, decided a few days after the de- 
cision in Matter of Chapal, Surrogate 
Wingate followed the rules laid down by 
the Court of Appeals as far as applicable. 
He also discussed the following vexing 
questions left unanswered by the Court 
of Appeals: 


(1) What is the rate of interest allow- 
able to a life tenant from the date of 
default to the date of ultimate sale? 


The majority of cases appear to have 
allowed interest from the date of the 
first default until the date of the ulti- 
mate sale. This was true in the following 
cases: Roosevelt v. Roosevelt, Meldon v. 
Devlin, In re Myers’ Estate and Matter 
of Marshall, all supra. 


Attention should be called, however, to 
the case of Matter of Jackson, 135 Misc. 
329 (Surr. Ct., Suffolk Co. 1929), aff’d 
232 App. Div. 425 (Second Dept. 1931), 
reversed on other grounds 258 N. Y. 281 
(1932), reargument denied 258 N. Y. 
610 (1932). In that case, interest was 
allowed only from the time of default 
until the date the trustee accepted the 
deed, to save the expense of foreclosure. 
The trustee held the property nearly two 
years thereafter, but no interest appears 
to have been allowed for that interven- 
ing period, although the Court cites and 
purports to follow the rule of Meldon v. 
Devlin. 

In Matter of Marshall, 43 Misc. 238, 
88 N. Y. Supp. 550, supra, the rate of 
interest was “the current rate for the 
period,” presumably on well-secured legal 
investments. Although the bond called for 
7% interest, the Court in Meldon v. Dev- 
lin allowed 6%, no reason for this being 
given. In In re Myers’ Estate, supra, the 
current rate was approved albeit a con- 
siderably smaller sum was allowed. 


Since the whole theory of the allow- 
ance of interest in the case of real estate 
representing a previously owned bond 
and mortgage is that the obligation of 
the bond continues in existence until the 
date of the sale of the real estate, Sur- 
rogate Wingate held that the fiction 
should apply throughout and the rate 
reserved in the bond should govern. 
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(2) Is the life tenant entitled to any 
return on the additional principal invest- 
ment employed in the salvage operation? 

The Surrogate laid down the rule that 
the life tenant is entitled to interest on 
the additional principal investment em- 
ployed in the salvage operation to meet 
costs of maintenance, foreclosure ex- 
penses, etc., but that the rate of interest 
should approximate the current legal 
investment rate for the period, which in 
that case, he determined to be four per 
cent. 

(3) Should the excess of income from 
the foreclosed property be held in sus- 
pense until the date when such property 
is finally liquidated? 

The last rule laid down by the Surro- 
gate was that in view of the salvage 
expenses being treated by the Court of 
Appeals in Matter of Chapal as a prior 
lien on all the proceeds of sale of the 
real estate, the profits of operation of the 
property should be used, as received, to 
repay the moneys expended from princi- 
pal in the taking over of the property. 

Apparently the rules of apportion- 
ment of proceeds of sale, and carrying 
charges, etc., as now established do not 
distinguish between mortgages origi- 
nally contained in the trust estate and 
those acquired by the trustees in the 
course of administration with estate 
funds for investment purposes. Also no 
distinction is drawn between mortgages 
on unimproved property or vacant land 
and improved but presently non-income 
producing real estate. Furthermore, it is 
seemingly immaterial whether the mort- 
gages or real estate in question consti- 
tute a small or large proportion of the 
entire estate, or even whether the life 
tenant was a primary object of the tes- 
tator’s bounty. 

The decisions in Matter of Chapal and 
Matter of Hutter have gone far in pro- 
viding trustees with understandable and 
expedient rules of thumb in the adminis- 
tration of estates. 


The annual report of the Public Admin- 
istrator of New York County discloses pay- 
ment of $1,361,552 to heirs, for which the 
city received $66,749 as commissions, a 
profit of $26,194 above costs of the office. 
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than a dependable day-to-day service. 


The Chase is outstanding for the efficient 
way in which it handles the routine daily 
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and connections, is often in a position to 
be helpful in various matters of impor- 
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helpful official staff in their New York banking 


connections. 
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sections of the country and to whom they 
can turn at any time for information 
and advice. 
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In 
Chicago 


Occasionally a client may 
need the assistance of an out- 
of-town trust company. Ifthe 
need should arise for a trust 
company in Chicago, we 
should be pleased to have you 
suggest a call upon us. 


ARRIS TRUST AND AMES bss 


“Your Personal Bank” 
Whenever you send any cli- 


ents to us, you can be con- 
fident that their interests and 
yours will be thoroughly pro- 
tected. 
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Seventeenth Annual 


MID-WINTER TRUST CONFERENCE 


Trust Division, A. B.A. 
New York, N. Y.; February 11-13, 1936 


ROBLEMS arising out of the in- 

creased expense of administering 
trusts and estates, due largely to invest- 
ment, real estate and tax complexities, the 
growing recognition of inadequacy of fee 
schedules and allowances, combined with 
the declining rate of return on bonds and 
mortgages, called forth spirited discus- 
sion and evidence of constructive cooper- 
ation among the more than 1,500 trust 
executives attending sessions of the re- 
cent Mid-Winter Trust Conference. 

Mr. Fleming, president of American 
Bankers Association, in his address on 
the Social Significance of Trust Service, 
emphasized the necessity of a composite 
investment arrangement to effectively 
serve the need of smaller estates. This 
same problem of the common or compos- 
ite trust was also commented on from the 
angle of trust costs by Mr. Driscoll, and 
from the regulatory angle by Mr. Walter 
Wyatt, who proposed consideration of 
separate State corporations to maintain 
legal investment funds for participation. 

Another major problem particularly 
engaging wide interest was that of trust 
department costs and the need for an 
adequate and scientific basis of fees. In 
addition to the remarks on this subject by 
Messrs. Driscoll and Kimball, Mr. Calla- 
way, as president of the Trust Division, 
called attention to the rapid increase in 
responsibilities which trustees have had 
to assume, usually without proportionate 
compensation. Mr. Fleming also took is- 
sue with recent misinterpretations and 
criticisms of corporate trust activities, 
tracing their development as a basic tool 
of efficient financial organization. A 
well-founded basis for optimism in the 
future development of the trust business 
was presented in the address by Mr. 
Weeks, covering results of a nation-wide 
survey of trends in trust business; and 
the return of genuine public confidence 
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in trust institutions and banks was cited 
by Mr. Sparks. 

New Tax Problems of the Trustee were 
lucidly and pointedly described by Mr. 
Andrews in a most able address urging 
broadening of the tax base. Modern 
methods of trust accounting and control, 
developed from extensive research in 
mechanizing operations, were outlined by 
Mr. Eugene Wyatt. 

Consideration of equity investments 
for inclusion in discretionary trusts, as 
a means of diversifying for protection 
against declining bond yields, threats of 
inflation of prices and depreciation of 
fixed-debt principal values, occupied much 
favorable attention, the investment ques- 
tions of trustees being further considered 
in Mr. Effinger’s address. The scheduled 
speeches by Messrs. Thurston and Cutler, 
on Sound Public Relations Policies and 
Legislative Trends Affecting Trust Busi- 
ness, respectively, were not presented, 
owing to absence of the speakers. There 
was also marked interest in reviving the 
Southern Trust Conference this year. 


New Trust Business Forum 


Cooperation between trust institutions 
and local newspapers was the predomi- 
nant theme of the discussions on New 
Trust Business Development, led by 
Gwilym Price of the Peoples-Pittsburgh 
Trust Company. James McGuigan, Bank 
of America, N. T. & S. A. of Los Angeles, 
outlined the campaign of financial com- 
mentaries and biographical sketches be- 
ing carried as a weekly column in a local 
paper. A series of educational editorials 
which have appeared in a Chicago finan- 
cial paper were described by Paul Pullen, 
Chicago Title & Trust Company. The 
principal reason that bank publicity re- 
leases are not published, according to 
Paul Gesner, trust editor of the New 
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York American, is that they are not 
news. Mr. Gesner, in addressing the 
forum, also held it vital to proper treat- 
ment of bank news to have a designated 
officer authorized and available to speak 
on matters of interest to the press. 
Questions on advertising copy included 
reference to the spoiling of reader inter- 
est by technical details, and to selling on 
the basis of long-range security and yield 
rather than temporary market conditions, 
with comments on advertising make-up 
and appeal by Jack Price of Peoples- 
Pittsburgh Trust Company. Interesting 
illustrations of problems in connection 
with life underwriter-trust company co- 
operation were also presented. 
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Duties and Liabilities 

Principles governing the conduct of 
trustees, particularly where discretionary 
powers were involved, were clearly set 
forth by Austin W. Scott, as leader of the 
open forum on Duties and Liabilities of 
the trustee. Answering numerous ques- 
tions in a spirited session, Mr. Scott cited 
controlling cases in matters including 
mingling of funds, principal and income, 
application for deviation from terms of 
trust or co-fiduciary’s adverse judgment 
by court ruling, voting of proxies, etc., 
and set forth three standards of ‘reason- 
able degree of care’: that of the mythical 
average man, of the ability possessed by 
the trustee, and of the ability which he 
professes to have. 


Excerpts from addresses follow. 


Present Responsibilities and Costs of Adequate Trust Service 


Address by MERREL P. CALLAWAY 


Vice-President, Guaranty Trust Company of New York, as President of the 
Trust Division, American Bankers Association 


O many thoughtful trust officers it is 

clear that the carrying on of trust 
work and furnishing trust service by 
trust institutions is reaching a critical 
point. In truth, as I see it, we are at the 
point where we must face the fact that 
it is necessary to do something to im- 
prove the situation, or else many trust 
institutions in the United States will 
soon have to decide the question of 
whether or not they can afford to con- 
tinue to offer trust services at all, or 
whether, if continued, it shall be as a 
public service performed at a loss. 

The trust business and service to which 
I refer include estates, personal trusts 
and safekeeping, as they constitute the 
trust business of most of the trust de- 
partments of the country. 

This crisis is due to the fact that the 
trust business is now in the position 
where continuously increasing expenses 
have about reached the point where they 
are absorbing all the earnings, with the 
earnings themselves seriously affected by 
lower values and steadily falling interest 
returns. 


Fee Structure Outmoded 
This serious situation as to expenses is 
due largely to three major developments: 

First—The greatly increased cost of 
furnishing the service necessary to the 
proper investment and conservation of 
trust funds; 

Second—The tremendous and ever- 
increasing amount of service required 
to be performed by and for the Gov- 
ernment and Governmental agencies; 
and, 

Third—tTo steadily falling rates of 
return upon investments, and the re- 
duced value of property of all kinds. 
Most of the statutory rates for trust 

service, and most of the rates estab- 
lished by custom, or by fiduciary associa- 
tions, have existed for years. They prac- 
tically all date back to a time when the 
investment of trust funds was a com- 
paratively simple matter, and when an 
investment once made in good bonds, 
good mortgages, or sound stocks, required 
no great amount of watching or chang- 
ing. Naturally rates were based on this 
condition, but even when made, and be- 
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fore this great change in conditions came 
about, afforded but a narrow margin of 
profit, at no time affording a reasonable 
profit when the responsibility of a trustee 
is considered. 

This investment situation, however, 
has completely changed. During the past 
ten years, and particularly during the 
past five years, making and conserving 
investments has become more and more 
difficult, and more and more expensive. 
Whole industries have been affected, and 
the ebb and flow of industry has vastly 
changed. Arts and science and competi- 
tion have built some, and seriously affect- 
ed other industries. Others have been 
affected and threatened through new 
laws, governmental policies, increase in 
taxes, and labor costs. * * * But there 
has been added to these normal influences 
the after-effects of a great war, and un- 
settled monetary and financial conditions 
throughout the world. These trends, as 
well as markets and the conditions affect- 
ing each particular investment, must be 
studied and kept abreast of. 

As an illustration of how conditions in 
investments have changed, take municipal 
bonds. Municipal bonds in the past were 
considered perhaps the securest type of 
investment, and their selection was some- 
thing that any competent investment man 
could handle without much trouble, or 
danger; but today, and for several years 
past, it has been necessary to keep con- 
stantly informed of the changing condi- 
tions. Steadily mounting indebtedness, 
tax ratios, and the like, in the individual 
municipalities, make it necessary to 
study and analyze each municipality be- 
fore purchasing or retaining its securi- 
ties—all of which adds materially to the 
expense. 

The growing desire of trust customers, 
and grantors under trusts, to have com- 
mon stocks in the trusts, and their in- 
clusion in estates in larger amounts, has 
also added greatly to the work and ex- 
pense, as compared with previous years. 
Stocks fluctuate widely, the possibilities 
of loss are great, and there are many 
more common stocks than there are 
bonds, so that it requires a greatly in- 
creased investment force to meet this 
development. 


* 


All of these changes have added to the 
difficulty of handling trust investments, 
to the necessity of much more extensive 
organizations than in the past, including 
statisticians and specialists, and to great- 
ly increased cost of operation. These 
developments, perhaps, all mark a per- 
manent change in the trust investment 
field, with no prospect of reducing or 
eliminating to any marked extent the 
added expense which they have caused. 

The great fall in real estate values, 
amounting to a collapse in some sections, 
resulted in a tremendous number of de- 
faults in mortgages. Mortgages were al- 
ways considered as desirable investments 
for trust funds, and were held in large 
amounts by trustees. It has required the 
addition of many employees, and in some 
cases entire departments, to handle this 
situation. The mortgage situation will 
doubtless gradually clear up, and some 
of the present expense will be eliminated, 
but a large part of it, much in excess of 
former years, will continue. 


Burden of Increased Governmental 
Requirements 


The second great factor in increasing 
expenses of operation, has been the con- 
stantly increasing work necessary to 
meet the requirements of Government 
and governmental agencies, both National 
and State. Where a few years ago, it was 
only necessary to have a few men to 
handle income tax returns, and supply 
the limited number of reports required 
by these governmental agencies, today 
the same institution will have an entire 
department doing this work. 

We started out by having to make up 
income tax returns. They were simple in 
form, requiring but few calculations. To- 
day many extra computations are neces- 
sary, and after the figures are ascer- 
tained, an extra copy of all tax returns 
must be made up and filed. Copies of all 
trust agreements and wills must now be 
filed. Ownership certificates covering in- 
terest collected on all items are required; 
whereas in the past it was only required 
in certain specific cases. It is now neces- 
sary to advise owners covering interest 
received from bonds having tax-free 
clauses. The new gift tax legislation 
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makes it necessary to keep subsidiary 
records during the entire life of the 
donor, in order to determine aggregate 
gifts made. On interest and dividends 
payable to aliens it is necessary to with- 
hold the tax, and make up reports. Due 
to the reduction of exemption of the 
Estate tax to $40,000, a very large num- 
ber of additional estate tax proceedings 
must be filed. 


Wherever corporations are controlled 
by trust estates, numerous additional 
reports are now required to be filed, such 
as covering excess profits and capital 
stock tax. Under the Social Security Act 
it will be necessary to prepare reports to 
the Federal Government for any trust or 
estate which has four or more people in 
its employ. 

State legislation and regulations re- 
quire the filing of many returns, with 
much of the information required by the 
Federal Government, and these require- 
ments are constantly increasing. Some of 
the cities now make it necessary to file 
various reports and returns as a result 
of new and increasing legislation. We are 
required to rearrange our bookkeeping 
in order to meet the requirements of the 
Federal Deposit Insurance Act, and to 
pay insurance on trust funds, notwith- 
standing the fact that these funds may 
have a preferred status, or are secured 
by deposit of securities. 


In Custody departments much addi- 
tional expense is being incurred carrying 
out requirements of these new laws. The 
working expense of the Corporate Agency 
groups has been very greatly increased 
through getting up information and mak- 
ing reports required by the Securities 
Exchange Commission, by various com- 
mittees of Congress and Federal Bureaus. 
Wherever we disburse dividends, we must 
report to the Federal Government, and 
to many of the States, all dividends paid, 
and to actually withhold the required tax 
on securities registered in the name of 
foreign corporations. A considerable 
amount of work is being required by the 
Federal Reserve Banks, in making re- 
ports segregating deposits between cer- 
tain groups and by countries, and with 
respect to foreign depositors. 


There is no prospect of this Govern- 
mental work being lessened. All the pros- 
pects are that it will continue to increase. 
There is no compensation whatever from 
these Governmental agencies to cover the 
very heavy expense of this extra work, 
and the entire cost falls on the banks and 
trust companies. Practically all of these 
expenses have come into being since the 
current rates and schedules of compen- 
sation were established. 


Expense of Maintaining Standards of 
Service 


Not only have these expenses increased 
rapidly and continuously, but earnings 
have tended to decrease, or to remain 
static notwithstanding increased volume. 
Earnings are based in part on income. 
Great numbers of high coupon bonds are 
being refunded by lower coupon bonds, 
the income of the trusts being thus re- 
duced. The whole tendency in both bonds 
and in real estate mortgages is toward a 
reduction in interest rates, and therefore 
of the returns upon which fees are based. 
As taxes increase, more low yielding tax- 
free securities are purchased. 


The result of all this is, that with 
these constantly increasing expenses, and 
with earnings being reduced by reason 
of lower interest returns, and, in many 
cases, by a reduction in value of the 
principal, what little margin of profit 
there was in handling personal trust 
business has been practically eliminated. 


Personal trusts present the most seri- 
ous problem. It has been suggested that 
these losses might be overcome in part by 
refusing to accept the smaller trusts. 
This seems to be totally impracticable. 
Many small trusts, extending over a long 
period of time, are testamentary, and 
could not have been even foreseen. Others 
are offered by friendly lawyers and cus- 
tomers, to whom it would seem ungra- 
cious to refuse to accept the business. 
Trust institutions do not wish the repu- 
tation of catering only to large customers. 


In fact, if there is any one thing that 
has been proven by the depression of the 
past four years, it is, that an executor 
or trustee should be a person or an in- 
stitution amply able, by reason of re- 
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sources, and ready when necessary to 
incur extraordinary expense in deter- 
mining the desirability of investments, 
and in protecting these investments when 
made. This is illustrated in the case of 
mortgages, where the trustee must be 
able and willing to advance large sums, 
as many of them have, to take care of 
taxes and foreclosure expenses, in order 
to get possession of property under de- 
faulted mortgages, and to advance funds 
for the rehabilitation and the renovation 
of these properties in order to make them 
income producing. It has become defi- 
nitely established that all trusts, large 
and small, need this protection, which is 
possible only when the trustee has suffi- 
cient capital and resources to permit it. 
Therefore, trust institutions, having the 
resources, will be faced more and more 
with the question of how far they can go 
in taking on this small trust business as 
a matter of public service. 

How are the trust institutions going 
to meet this situation? It is clear that 
there is not much hope for reducing 
expenses. Apparently, an increase may be 
expected. The character of service can- 
not be materially reduced. 


Corrective Measures Necessary 


The most important method is through 
an increase in the rates of compensation. 
There never have been, and there never 
will be, large profits in the personal trust 


business, nor can it be expected. But 
surely, some profit for all of the work 
that is done, and the tremendous legal 
responsibility assumed in handling 
trusts, should be earned by the trustee. 
This responsibility is not always fully 
appreciated. But let a trustee neglect or 
overlook something, or even fail to exer- 
cise prudent judgment, and just see how 
quickly a loss ensues which may wipe out 
all the earnings of years, and bring home 
an appreciation of this responsibility. 

Where rates of compensation are fixed 
by statute, the legislatures should be 
acquainted with the true facts, and 
efforts made to have rates increased. 
Where compensation is not governed by 
statute, but rather by the Courts or by 
Commissions, every effort should be made 
to make a complete showing of these 
greatly increased services and greatly in- 
creased costs whenever application is 
made for compensation, in order that 
fair compensation may be granted. That 
course should be followed whether the 
compensation asked relates to personal 
trusts, corporate trusts, or any other 
fiduciary service. The Courts and Com- 
missions having to do with these fees 
are, we must believe, ready and willing 
to do the fair thing, but in order to do 
so they must be given the facts. 

We must endeavor to eliminate free 
services, as far as possible. Income in 
all departments of banks is on the de- 
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crease. In some cities, and sections of 
the country, services of all kinds are now 
being charged for, but that is not true 
of all sections. Something not so arbi- 
trary or autocratic, but something some- 
what along the lines of the various codes, 
that lately were being proposed should be 
worked out and put into effect, in order 
to afford fair and just compensation for 
services, and to prevent the damage of 
the rate-cutter. That such rates as are 
now established should never be cut 
would seem axiomatic, but when earn- 
ings are so low it seems to tempt some 
institutions to cut an established rate, 
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low or reasonable in itself, to get a piece 
of business that seems attractive. When 
done, it starts a disturbance that reaches 
to very distant shores, and harms the 
rate-cutter, the client, and the trust busi- 
ness itself. 

Commingled funds should be studied, 
in which participations might be allo- 
cated to the smaller trusts, and even the 
smallest trust, thus reducing the expense 
of handling and investing, making it pos- 
sible to accept the small trusts, and at 
the same time affording a greater diver- 
sification of investments than heretofore 
possible in small trusts. * * * 


The Outlook for Trust Business in 1936 


Address by HARVEY WEEKS 
Assistant Vice-President, Central Hanover Bank & Trust Company, New York 


NE question is uppermost in all our 
minds. Should our planning for the 
current year be geared to a diminishing 
market—a stationary market—or a nor- 


mally expanding trust market? This 
question is of paramount importance be- 
cause on its answer depends the 1936 
campaign of every institution. 

The factors affecting the human activi- 
ties called business are manifold and com- 
plicated. An economic or political event 
in the remotest part of the globe echoes 
throughout the world, and history proves 
that even we are not immune from out- 
side upheavals. My remarks, therefore, 
are based on the assumption that the ex- 
isting order will not be materially 
changed. 

During 1936 must we be prepared to 
swim against the tide or with it? I have 
the answer to that basic question, in con- 
fidential communications from more than 
fifty of the most representative banks 
and trust companies in the United States. 

Let me state that my views on the out- 
look for the fiduciary business in 1936 do 
not reflect primarily my own observa- 
tions and experiences. They rather repre- 
sent the composite opinion of some fifty 
leading institutions engaged in trust 
business throughout the country. These 


opinions are based on facts and experi- 
ences gathered by these institutions dur- 
ing the last two years and on a careful 
analysis of the relevant factors. 

Executives in these fifty banks and 
trust companies throughout the United 
States have charted facts for you in most 
of the important cities in the country. 
* * * The answers established the fact 
that the trust business in the country as 
a whole in 1935 showed a substantial im- 
provement over the years 1934 and 1933. 
While there are no official or unofficial 
figures for the total volume of assets of 
individual trusts administered by the 
financial institutions of the country, we 
have at least an indication of the trend 
in the figures published by the Comp- 
troller of the Currency. His reports show 
that the assets of individual trusts ad- 
ministered by national banks exercising 
fiduciary powers, more than doubled in 
the period between the end of June, 1929, 
and the end of June, 1935. 


Fundamental Reasons for Optimism 


There is practically unanimous agree- 
ment that the upward trend in fiduciary 
business will continue in 1936. What fac- 
tors were responsible for the improve- 
ment in 1935 and what constitutes the 
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basis for the expectation of a continued 
upward trend in 1936? The establish- 
ment of irrevocable trusts before Janu- 
ary 1, 1936, when the increased gift taxes 
became effective, obviously accounted for 
a large portion of the new immediate 
business obtained in 1935. 

But, more permanent fundamental rea- 
sons are the basis for the optimistic 
outlook in 1936. 

The depression has demonstrated force- 
fully and painfully the importance of the 
old truism, “It is more difficult to con- 
serve wealth than to acquire it.” People, 
looking back over their unfortunate ex- 
periences of the boom days, have lost a 
great deal of their self-assurance in the 
matter of investment and are seeking the 
protection and permanency of expert 
fiduciary administration. 

The hostile and critical attitude of 
many people toward banks and trust com- 
panies in 1932 and 1933 receded in 1934 
and changed into confidence in 1935. 


Improved business conditions and 


SALLE 


higher security prices make people more 
trust-minded. 

People of means realize that unplanned 
or poorly planned estates mean more 
taxes, and the present state of govern- 
ment finances certainly does not warrant 
the expectation of a reduction of tax 
rates in the near future. 

The improved service based on the ex- 
perience of recent years has increased 
public confidence in the management of 
trust departments. 

Last but not least, increased sales 
efforts and larger advertising budgets 
substantially contributed to the 1935 
growth. 

Real Estate Outlook 


The response to the question as to the 
real estate situation revealed extremely 
interesting facts. Almost without a single 
exception all reported that during the 
past year there was a distinctly down- 
ward trend in foreclosures, fewer delin- 
quencies in interest payments, decreased 
vacancies and better rentals. 
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The combined effects of the substantial 
liquidation of bad mortgages, the re- 
financing of mortgages on a sound basis, 
the increased value and the consequently 
larger turnover of real estate have im- 
proved the real estate situation. 

But the outstanding feature of this im- 
provement is to my mind the general in- 
troduction of amortization provisions in 
real estate mortgages. The beneficial 
effect of sinking fund stipulations in 
mortgages will be felt progressively in 
the years to come. It will prove to be the 
most stabilizing factor in the real estate 
field. 

At this point, the question suggests it- 
self: “Are trustees buying mortgages?” 
The answer is, “Yes,” whenever mort- 
gages are available on a 50 per cent 
appraisal basis (present low valuation) 
with amortization. 

But, unfortunately there is a dearth 
of satisfactory mortgages, ascribed part- 
ly to the lack of new construction. 

Most institutions showed preference 
for mortgages on one-family houses, 
occupied by the owner with adequate in- 
come to meet interest and amortization. 


The low yield of high-grade bonds and 
the feeling that mortgages on the basis 
of present day property valuations, with 
amortization provisions, should be a safe 
investment, create a great demand for 
mortgages. 


The Common-Stock Urge 


I now come to a problem, compara- 
tively new, yet facing the great majority 
of fiduciary institutions of the country. 
The seriousness of the problem is best 
evidenced by the lack of a uniform policy 
on the part of trust institutions. I refer 
to the common-stock-mindedness of many 
beneficiaries, induced largely by the re- 
current publicity over inflation since the 
summer of 1933. 

“Have there been requests for pur- 
chases of common stocks?” The situation 
varies according to the section of the 
country and the size of the estate. In a 
few states where high-grade common 
stocks have always constituted a sub- 
stantial part of trust investments, pur- 
chases have been made for large accounts 
up to 50 per cent of the total. 
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In many sections of the country there 
has been a trend toward equities and an 
increased demand for investment of at 
least a part of the fund in common stocks 
when establishing new trusts. 

While people have not forgotten the 
losses suffered in 1929, yet some think 
that common stocks with a good dividend 
record are preferable to gilt-edged bonds 
selling on a relatively low yield or com- 
manding abnormally high premiums. 


The Problem of Lower Investment Returns 


There has also been a tendency to pur- 
chase short term securities yielding 
microscopic returns, to be exchanged for 
long term bonds, when their yields in- 
crease. 

In the country as a whole, conserva- 
tive investments are still preferred, in 
spite of the low income, thus indicating 
that the safety of principal, which is 
advocated by all well-managed trust com- 
panies, is appreciated by the beneficiaries. 

But, as a matter of fact, thus far 
there has been no great reduction in in- 
come of conservative trust accounts, but 
further reduction is unavoidable with the 
increasing volume of refinancing of cor- 
porate bonds at lower rates. 

Lower income is not only a problem of 
the beneficiary but also of the trustee, 
whose fees are based on the amount of 
income. 

There is a general feeling that the in- 
creasing cost of careful and expert ad- 
ministration of trusts is out of propor- 
tion with the fees charged. The present 
day work and responsibility, due to the 
complexities of tax legislation, and the 
constantly changing conditions in the in- 
vestment field require larger and better 
personnel. 

Improved business conditions and the 
many other favorable factors previously 
enumerated, obviously créated a situa- 
tion responsive to the solicitation of new 
trust business. There has been an in- 
crease in newspaper advertising, direct 
mail solicitation and personal solicita- 
tion. 

All are agreed that in 1935 solicitation 
obtained relatively better results than in 
1934. Without exception, the trust execu- 
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tives throughout the country who replied 
to my questionnaire, all agreed that there 
had been marked improvement in the co- 
operation between attorneys and fiduci- 
ary institutions and that the trust busi- 
ness in 1936 will benefit because of this 
pleasant relationship. 

Encouraged by the 1935 results, the 
majority will increase and intensify their 
efforts for trust business in 1936. * * * 


According to an overwhelming consensus 
of the most expert observers in all parts 
of this country, trust business during 
1936 will enjoy a steadily increasing ex- 
pansion. The extent of your share in the 
production of that expansion and of your 
own participation in the increase during 
1936 will be measured by your contribu- 
tion of courage, confidence, ability and 
enterprise. 


Practical Approaches to Public Understanding 


Address by ROBERT W. SPARKS 
Vice President, Bowery Savings Bank, New York City 


ECAUSE banking is unable to store 

confidence in the vaults along with 
its other assets, count it and enter it on 
its statements, banking has failed to ap- 
praise confidence properly by usual 
banking methods of determining values. 
Confidence is passive when possessed but 
positive when it departs. * * * 

Public reaction is the Cynthia of the 
minute. It changes its favors at will. This 
temperament makes it impossible and 
unwise to lay down a standardized ap- 
proach to the problem. It is necessary to 
keep a constant finger on the public 
pulse. * * * 

Employees are a vital part of any 
public relations policy. * * * 

Banks that desire to build public faith 
must make employees conscious of the 
institution’s interest in them. Employees 
who think they are mere machinery will 
contribute little that is helpful to a bank’s 
standing with its public. Consideration, 
interest and progress, together with a 
sense of security are all prerequisites in 
employees who are expected to be good 
will ambassadors as well as tellers or 
auditors. * * * 

Dr. Harold Stonier, Educational Direc- 
tor of the American Bankers Association, 
has called attention to the fact that if 
each of the 230,000 employees in banks 
belonging to the Federal Deposit Insur- 
ance Corporation contact an average of 
fifty people a day, then each month bank 


personnel contacts several million per- 
sons. 

This is a tremendous force! Politics 
knows its strength. Religion always has 
been conscious of its power. Industry has 
felt its influence. What about banking? 
Will banking recognize this power of 
public opinion that creates and destroys? 
And in recognizing it, will it grasp the 
most logical and most effective means to 
develop this power—a means which is 
ready to do the job and do it well if 
properly directed—a loyal army of a 
quarter of a million or more good will 
ambassadors. Bank employees are so 
anxious to do this job that they have 
made considerable progress of their 
own initiative. They deserve support and 
encouragement. * * * 

We must create an employee apprecia- 
tion of the part of the bank’s customers 
and depositors play in the development 
of your bank. The age of the institution, 
its size, the high standing of its officers 
and directors and the magnificence of 
the quarters are apt to develop an air 
of superiority toward outsiders which 
may become damaging if not counter- 
acted. That the depositors are part and 
parcel of the bank and not outsiders 
anxious to avail themselves of the safety 
and services offered is a thought that 
must be developed. * * * 

The people of your city whom you 
rely upon to support your bank are the 
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same people whom the local newspaper 
publisher expects to support his publica- 
tion. This is the first step in common that 
we have with the press. We are both 
dependent upon the same support. We 
can do much for the press and the press 
can do very much for us. To obtain an 
understanding of each other’s viewpoint 
is the beginning of a policy of coopera- 
tion. The newspaper can help us to in- 
form our depositors and by the same act 
it can furnish its readers with news of 
interest and value. 

In attempting to understand the news- 
paper’s viewpoint, familiarize yourself 
with its policy. Is the paper or papers 
circulating to your constituency pub- 
lished to present the news as it is found 
or do they consider that their duty is to 
formulate and guide public opinion? 

The trend of journalism has been for 
some time in the direction of presenting 
the facts and permitting the facts to 
formulate the opinion. An understanding 
of the papers’ policy in this respect will 
guide you in your own acts. 

News is instinctive. Many attempts 
have been made to define it. Yet journal- 
ists in general agree that there is no 
satisfactory definition. Yet if a bank de- 
sires to speak to its constituency through 
the press and feels that its message is 
one that is beneficial to the paper as 
well as itself, then it must have some 
idea as to what distinguishes publicity 
from paid advertising. 

Several factors must be looked for to 
guide a bank in deciding whether its 
announcement shall be offered to the 
papers. First, is it timely, is it something 
that has just happened, or is it some- 
thing that has just been discovered and 
consequently unknown to the public in 
general? 

Second, is it a departure from the gen- 
eral order of things? A bank may have 
obtained a trust account from one of the 
local citizenry and although it may have 
the point of timeliness, it does not war- 
rant being designated as news if there 
is no great departure from the general 
order of things involved. 

Third, is it of general interest and 
importance to a large number of peo- 
ple? For instance, if a new tax law is 
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adopted that has definite effect upon the 
trusts of a number of people, there is a 
departure from the general order that 
will furnish the basis of news re- 
wn. *?? 

The better, though more difficult way 
is to start with the things that are of 
most interest and importance to the pub- 
lic. For instance, what are the influences 
at work in our locality that have definite 
bearing upon the public’s pocketbook and 
what stand should our bank take upon 
them, if any? What plans are in process 
that will produce public benefit? * * * 
Banking cannot afford the restfulness of 
inertia in these days when revolutionary 
changes in people’s habits are being 
formed. * * * 

Government and _ quasi-government 
agencies are being formed and encour- 
aged to cater to the people’s needs for 
financial guidance and service. Debt is 
not only being made dignified but the 
means for going into debt are being 
greased by Government, business and 
even banking. Increased taxes are being 
levied, which, if continued at their pres- 
ent pace, will erase the desire for re- 
serves. Banking can ill-afford the lux- 
ury of smugness in the face of such 
trends and the public is the only factor 
that can change the trend. Without pub- 
lic support banking can exert little in- 
fluence. 

Banking’s cloak of dignity need not be 
discarded, but it must get a new suit of 
clothes. The dignity of aloofness today 
is impotent. An atmosphere of mystery 
breeds suspicion in the age of calling a 
spade a spade. * * * 

A bank can become an active agency 
for public welfare in its community by 
getting itself saturated with the public 
viewpoint and aligning itself with those 
civic activities which work for the public 
good. Chambers of Commerce, Boards of 
Trade, Taxpayers Associations, Health 
and Welfare Agencies and numerous 
other civic organizations are continually 
looking for the cooperation of bank 
officers. * * * 

The problem of developing public 
understanding is so necessary to banking 
that every possible tool should be used 
to bring it about. * * * 





A New and Equitable Basis for Trust Fees 


Address by R. M. KIMBALL 


Secretary, Continental Illinois National Bank and Trust Company of Chicago 


EFORE launching into the subject 
of the need for a new and equitable 
basis for trust fees, let me say that I 
have no illusion that I am a pioneer. On 
the contrary, I am fully aware that from 
1920 to 1934 there have been more than 
forty different approaches to this subject, 
both written and spoken, and all from the 
same premise, namely, that trust com- 
panies are not satisfied with the results 
of the diverse methods of charging fees. 
Many descriptions and names have been 
applied to this condition, but the point 
still is that trust fees have no common 
origin or common base for computation. 
Fees for trusts under will and for 
trusts under agreement have, it appears, 
been given more liberal and widespread 
discussion than fees for other trust 
services. 


Factors Contributing to Reduced Income of 
Life Tenant 

First let us regard the status of the 
life tenant. I am assuming that we are 
generally agreed that the thought upper- 
most in the trustor’s mind, when creat- 
ing a trust, is the need of the life tenant. 

The needs of the life tenant were fully 
met from 1924 to 1929, when we were in 
a period of rising security prices and 
trusts showed sustained income. At least 
the income of trusts was as great as the 
trustor thought it should and would be 
and there were few complaints. Then 
came the break in security prices in 
1929 and, briefly, these consequences in 
the years following: 


1. Dividends on many stocks were re- 
duced or omitted entirely. 

2.Default in payment of interest on 
bonds which, in many cases, five years 
ago would have been considered an 
improbability, if not an impossibility. 

3. A still greater reduction of interest on 
other bonds through refinancing issues 
at lower interest rates. 
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.General reduction of interest rates on 
government, state and municipal issues. 

. Reduction of interest through exchange 
of mortgages for HOLC bonds. 

.Cessation of interest on real estate 
mortgages and bonds. 

. High premiums on bonds acceptable to 
trustees and the necessity of amortizing 
the premiums out of income. 

. Further reduction of income caused by 
the sale of income-producing securities 
to provide principal funds to meet spe- 
cific principal payments necessary for 
the protection of other defaulted issues. 

. The possibility that interest rates are 
going lower rather than higher, at least 
temporarily. 


These facts make it evident that life 
tenants have been materially affected. 


Changing Conditions Have Increased the 
Work and Problems of the Trustee 

Now as to how conditions affected cor- 
porate trustees in the management of 
trusts. 

The trust business had its greatest 
growth from 1920 to 1929. Toward the 
end of that “new era” it became the 
vogue for people of comparatively small 
means to speak of their “trust company” 
or their “trust account.” Trust companies 
during this period accepted trusts involv- 
ing all kinds of securities,. with possibly 
little thought of what problems might 
develop later. It was a period of rising 
security prices, and cursory investment 
analysis was usually sufficient for suc- 
cessful results. A trustee could buy a 
security and store it away until maturi- 
ty, reviewing it rather infrequently. 
Then came 1929 and all this was changed. 
Reorganizations, defaults in securities, 
failure of corporations to pay dividends, 
reinvestment of principal—which added 
a tremendous duty to analyze and investi- 
gate, dispose of and reinvest—all these 
harried and worried trustees. The condi- 
tion of real estate mortgage investments 





150 


throughout the country is sufficient evi- 
dence of what most corporate trustees 
had to face. 

Furthermore, the changes and transi- 
tions brought about by industry, science 
and invention, both before 1929 and 
since then, have added to the trustee’s 
problem by increasing the expense of 
watching investments. 

The increasing use of the automobile 
as a means of transportation and its 
effect upon other means of transporta- 
tion; the rapid extension and use of hard 
roads; the present use of the aeroplane 
and the possibilities in its future use; 
the increased use of steel and concrete 
in the building industry; the possibilities 
and future use of the Diesel engine and 
its effect on collateral business; the effect 
of more rapid and changing means of 
transportation on the methods of mer- 
chandising; the development of cello- 
phane and other industrial products; de- 
centralization of industry—these are a 
few of the developments that have ma- 
terially affected trusts. 


Earnings of Corporate Trustees Have 
Declined 

What has been the effect of all this on 
the earning power of trustees during this 
period? We know what the effect has 
been, but it cannot be stated in figures. 
This is the cardinal weakness in trust 
management which has a bearing on my 
conclusions. The gross fees of trust de- 
partments of national banks are avail- 
able, and I suppose that state bank 
figures are comparable. The net fees, 
however, are not available. Only by com- 
paring the gross fees for trust work with 
the expense figures for similar work 
done in other institutions can one draw 
conclusions—none too certain—as_ to 
what the net trust fees are. 

The annual reports of the Comptroller 
of the Currency disclose that average 
gross earnings per trust account fell 
from $278.00 in 1931 to $172.00 in 1934. 

Still more interesting than gross earn- 
ings per trust is the analysis made of 
the Comptroller’s figures to determine 
the maximum gross yield per $1,000 of 
individual trust assets. A tabulation of 
figures covering trust departments of 
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national banks in cities of more than 
50,000 population reveals that the maxi- 
mum yield per $1,000 had dwindled from 
$4.28 in 1931 to $2.40 in 1934. 


From this figure the trustee is expect- 
ed to pay not only administration and 
investment costs, but taxes, the cost of 
getting new business, and from it also 
he is expected to derive a profit! 


Compare this gross fee of $4.28 in 
1931, to say nothing of the fee shown in 
1934 of $2.40, with the statistics of what 
it cost per year per $1,000 of property 
managed by institutions other than trust 
companies: Investment trusts estimated 
$5.80 to $10.00; savings banks at least 
$4.00; insurance companies from $2.75 
to $8.00 or $9.00; and investment coun- 
selors charge from $5.00 to $10.00 per 
$1,000. From these statistics it appears 
that the trustee is obtaining, as a gross 
fee, slightly less than similar institutions 
are spending on purely an investment 
phase of their business. Can it reason- 
ably be expected that a trust company 
have less for both administration and 
investment work? Consider the work and 
the responsibility that trustees assume 
with virtually every $1,000 of trust 
assets. We have the work of investing the 
fund and keeping it invested, and we 
must keep records, make collections, man- 
age real estate, and make remittances. 
We have the responsibility of educating 
children, counseling widows and other 
beneficiaries in the management of their 
own affairs. We have trusts under whose 
terms the trustee is charged with the 
responsibility of making a disbursement 
out of principal when, in his opinion, 
conditions arise that justify such a dis- 
tribution. These duties and _ responsi- 
bilities are a few of the many that fall 
to the lot of the corporate trustee—and 
despite it all, our services are classed 
with those of investment counselors, in- 
vestment trusts, and insurance com- 
panies, who either charge or spend more 
than our gross fee per $1,000, and whose 
work and responsibility are routine by 
comparison. Also, a rather recent interro- 
gation of more than one hundred trust 
companies throughout the United States 
brought the following answers: 
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1.41% felt that fees collected on per- 
sonal trusts are not sufficient to cover 
a proper share of direct and overhead 
expense. 

2.69% felt that there is not sufficient 
profit after making allowance for con- 
tingent losses. 


These figures and the expressions of 
trust officers throughout the country on 
this subject cause me to incline to the 
opinion that personal trust accounts are 
not generally profitable today—if, in- 
deed, they are covering their costs. 


Need for New Basis Reflected in Present 
Methods of Charging Fees 

What about present fee schedules? 
There is no uniform basis or method of 
charging fees on personal trusts. Trust 
companies in some sections charge an 
acceptance fee against principal and col- 
lect a yearly fee on a percentage of the 
income; others charge the acceptance fee 
against principal and the yearly fee 
against income based on a fractional per- 
centage of the principal. Where the trus- 
tee previously acted as executor, it is 
common to charge no acceptance fee. The 
most common method, if it is possible to 
pick such a method, is an acceptance fee 
on principal and a yearly fee on income. 

Let us look at a few cases: 


I. Assume that the average life of a 
trust is fifteen years, the yield 5%, the 
acceptance and termination fees each 1% 
of principal, and the annual fee 3% of 
income. Based on $1,000 of trust assets— 
the total fee to the trustee is $42.50, 
$22.50 being charged to life tenant and 
$20.00 to remainderman, an average, 
yearly, to the trustee of $2.83. 

II. On the same trust assume an ac- 
ceptance fee of % of 1%, a yield of 5%, 
a yearly charge of 5% and a closing fee 
of %%. The trustee gets $47.50, an aver- 
age of $3.16 a year. The life tenant pays 
_ $37.50 and the remainderman $10.00. 

III. Now suppose we take a trust last- 
ing twenty years—on a 4% basis, 1% 
acceptance and 1% closing fee, and 2% 
commission on income. Total to trustee 
$36.00, a yearly average of $1.80. Charge 
to corpus $20.00; to life tenant $16.00. 

IV. Again a trust of twenty years— 
4% basis, 1% closing charge, and a com- 
mission of 5%. Total to trustee $50.00, a 
yearly average of $2.50. The remainder- 
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man pays $10.00 and the life tenant 
$40.00. 


From these illustrations it is clear 
that the life tenant’s and the remainder- 
man’s respective contributions to the 
trustee vary by reason of different meth- 
ods of calculation, by reason of the short 
or long life of trusts and by reason of 
the different earning power of invest- 
ments in trusts. The average yearly re- 
turn to the trustee was: Case I, $2.83; 
Case II, $3.16; Case III, $1.80; and Case 
IV, $2.50, or an average of the four of 
$2.57, which is only a few cents more 
than the Comptroller’s figure for 1934 of 
$2.40. 

So far I have tried to point out: 

1. That certain events have materially re- 
duced the income to the life tenant, 
and that interest rates, perhaps, are 
going lower; 

. That figures available on gross earn- 

ings of trustees and comparison of 
these with similar institutions’ expense 
leads me to the conclusion that gross 
fees are not high enough. Further, that 
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there is no indication that trustees’ ex- 
penses can be reduced, due to the in- 
creased investment burden, and that 
net earnings are and will be small for 
some time to come; 

-That present fee schedules are so 
varied that under one method the life 
tenant’s contribution to fees is four 
times the amount charged to the re- 
mainderman, and that in another the 
dollar and cent contribution is about 
equal. 


Fee Basis Must Be Equitable 


If the figures and opinions I have laid 
before you can be used as a base for a 
conclusion, it appears that a greater part 
of the fee burden than is justifiable falls 
on the life tenant. The remainderman ob- 
tains a benefit each year, but he does not 
realize it until the cumulative effect of 
it reaches him at the time the trust is 
distributed. 

This particular condition, more than 
any other, it seems, gives rise to the 
question which is the subject of this pa- 
per: What is an equitable basis for trust 
fees? As I see the matter, an equitable 
basis is, first, a basis that causes fees to 
fall so equitably on life tenant and re- 
mainderman that the trustor will have no 
hesitancy to make it part of the agree- 
ment, and, second, a basis that is ade- 
quate to the trustee—one that has been 
devised out of the common experience of 
trustees, one that is accepted widely. 

I want to make it clear that while I 
have in mind a new and equitable basis 
for fees adequate to the trustee, I am 
equally concerned about a new and equi- 
table fee allocation to life tenant and re- 
mainderman. The condition facing us 
calls not only for fairness to the bene- 
ficiaries, but also for fairness to our- 
selves—if we want to stay in business 
and do a good job for the trustor, the life 
tenant, and the remainderman. 

To plead the case is comparatively sim- 
ple. But to remedy the situation is, ad- 
mittedly, more difficult. 

It’s easy enough to theorize and to 
speak about a “need for a new basis.” But 
to get a “new and equitable basis” re- 
quires much more information than is 
now available and requires, also, general 


agreement as to what information should 
be compiled to permit a proper study of 
the problem. 

This suggests the gathering and ex- 
change of information. 


Survey Shows Willingness to Help Establish 
New Basis 


In this connection I have made a little 
personal survey. I contacted trust officers 
of institutions whose assets range from 
$2,000,000 to $500,000,000, and these are 
the questions and the consolidated an- 
swers: 

.Q. In view of the general decline of in- 
come from trust funds, do you con- 
sider that some more equitable basis 
for charging the annual fee should be 
devised? 

. The desirability of some basis to pro- 
duce more income to life tenant was 
expressed, but the advisability of 
changing methods at this time was 
questioned. 

. In your opinion, is it possible, through 
a study of costs of the various ele- 
ments which make up a complete trust 
service to any trust, to determine a 
relative percentage of benefit be- 
tween life tenant and remainderman? 

. With the exception of one far west- 
ern institution, which has taken the 
stand that the annual fee, unless 
otherwise directed, is charged % to 
income and % to principal, the gen- 
eral response was that to determine 
the current benefit to life tenant and 
remainderman was extremely difficult, 
if not impossible, on the basis of pres- 
ent information. Also, in the case of 
existing trusts, that it would be ex- 
tremely difficult to sell a remainder- 
man the idea that he is obtaining a 
benefit which he must start paying 
for, whereas, previously he had got it 
for nothing, or at least did not have 
to pay for it until the termination of 
the trust. In localities where courts 
continue to have jurisdiction over tes- 
tamentary trusts, some felt that it 
would be difficult to convince the 
courts in view of the common law 
theory of conservation of principal. 
In the case of living trusts, some felt 
that supplemental agreements could 
provide a new basis, but that the 
theory of benefits would have to be 
studied and better understood than is 
generally appreciated at this time. 
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Q. Has your institution gone into the 


matter of detailed costs of the vari- 
ous operations which make up your 
trust services, such as servicing in- 
vestments, housing securities, prepar- 
ing statements and remittances, post- 
ings, buying and selling securities, 
conferences with life tenant and re- 
mainderman? 

. There was a great difference in the 
extent to which the institutions had 
gone into costs—some not at all; some 
were considering it; others had not 
followed through to the extent of put- 
ting their findings into effect by quot- 
ing new fees. In general, the answers 
indicated that no general plan of cost 
study, covering the cost of the many 
operations involved, is being used. And 
in cases where a system of costs was 
being employed, the answers demon- 
strated that the costs were not cal- 
culated on the same items of expense. 
The answers to this question brought 
out, also, that while commercial banks 
carry their assets on a uniform basis, 
the methods employed by corporate 
trustees in carrying assets are too 
numerous to mention. 

. In your opinion, is it going to be pos- 
sible to reduce materially the costs of 
handling personal trusts? 

. It was felt that the cost of servicing 
real estate mortgages and real estate 
would be materially reduced within a 
reasonable time, but as an offset to 
this reduction there would be a con- 
tinued heavy expense, because of the 
increased investment and administra- 
tion service that will be demanded and 
which must be given. The thought was 
expressed that the public no longer 
takes for granted the investment skill 
of corporate trustees. This investment 


skill is being questioned and compared 
with that of insurance companies, in- 
vestment trusts and investment coun- 
selors. The salary cost of able and 
talented personnel to meet this chal- 
lenge would certainly not tend to a 
reduction in expense, it was felt. 

The 100 per cent response to my ques- 
tionnaire, although sent to a limited num- 
ber of trust companies, and conversations 
with many trust officers, tend to establish 
the following points: 


1. That trust companies have a profound 
interest in this subject, not only selfish- 
ly, but also from a deep sense of 
trusteeship ; 

. That they are cognizant of a need for 
a new basis for fees; 

. That they are willing to muster their 
experience and their thoughts on the 
subject; 

. That they would gladly cooperate in a 
concerted effort to determine the cost 
of doing business, to the end that a 
basis for charges may be found; 

. That they have no reluctance to “lay 
their cards on the table” and contrib- 
ute their cost figures, their experience, 
and their ideas for the common good 
of trustees, on the one hand, and of 
fiduciary customers, on the other hand. 


Bluntly stated; the need for a factual 
basis for trust fees is widely recognized 
because of confused conditions within 
trust companies, because of the variation 
of fees between trust companies, because 
of changed economic conditions, and be- 
cause corporate trustees are definitely 
questioning the profitability of the aver- 
age trust. 
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Regional Surveys in All Parts of the Nation 
Suggested as First Step Toward Find- 
ing New Basis 


I am convinced that valuable informa- 
tion and constructive views on this sub- 
ject are available and obtainable—the 
task is to accumulate them. I suggest that 
the various fiduciary associations cooper- 
ate to the end that a common question- 
naire be drawn up and sent to their mem- 
bers. My idea is that each regional group 
become responsible for its own mailings 
and the classification and correlation of 
the replies. 


This questionnaire, as I see it, should 
solicit, broadly, the following informa- 
tion: 


1. A classification of personal trust assets. 

2.A detailed statement of the method of 
carrying each class of trust assets on 
the books. 

. The method of basing present fees for 
living and testamentary trusts. 

. The volume of assets on each fee base. 

. Gross income from personal trust busi- 
ness. 

. The gross expense composed of stand- 
ard items of expense, such as rent, 
light, heat, official and clerical salaries, 
and postage, eliminating all non-recur- 
ring items. 

-A statement of opinion of the trust 
officer or officers as to what they con- 
sider is a reasonable profit which should 
be obtained over and above costs. 

. The net earnings from personal trust 
business during each of the past five 
years. 

. The number of trusts of 

(1) full responsibility, 

(2) joint responsibility, 

(3) no investment responsibility. 

10. The opinion of the trust officer or offi- 

cers as to the percentage of benefit the 
life tenant and the remainderman ob- 
tains, based on the cost of producing a 
complete trust service, in each of the 
three categories just mentioned. 

. The experience of trust companies in 
quoting fees for the entire duration of 
trusts. 


The returns would make available for 
study, for the first time in fiduciary his- 
tory in the United States, a wealth of in- 
formation concerning the business of cor- 
porate trustees. They would not merely 
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reflect, but definitely show, I venture to 
say, the urgent need of a new and intel- 
ligent basis for computing and quoting 
trustees’ fees. The facts reported, even 
in their welter of variation and inconsist- 
ency, and the opinions expressed, would 
suggest the way to a new procedure and 
a new basis for fees, perhaps uniform 
throughout the country, which would be 
logical, defensible and profitable for 


trustees, as well as intelligible and ac- 
ceptable to customers. 


Regional Fiduciary Associations to Work 
Out Own Fee Basis 


I don’t want you to understand that I 
am advocating a nation-wide survey as 
an end in itself. I am urging it only as 
the necessary first step in finding the 
means to an end. 

When the survey’s facts are at hand 
and they have been classified and tabu- 
lated, they will undoubtedly point the 
way to a better method of finding costs, a 
new method of allocating costs to life 
tenant and remainderman and, what is of 
immediate concern to all of us, a method 
of deterinining a reasonable profit for do- 
ing the physical work of managing a trust 
fund, plus a method of charging for the 
responsibility of having a trust in our 
care. 

The survey would probably indicate, 
also, the best method of carrying securi- 
ties and other trust assets on the books 
and suggest the general adoption of that 
method. 

The next step would be the establish- 
ment of a new basis for charging fees— 
one which would be adequate in the eyes 
of trustees and equitable in the eyes of 
trustors. I should like to urge that this 
constructive task be undertaken by the 
various fiduciary associations. 

Picture, if you will, a tabulation of the 
returns regionally and by cities. Here 
we would have the average or cross-sec- 
tion figures as common denominators 
with which to compare our own figures. 
Place beside this tabulation the recom- 
mendations of the fiduciary associations 
—the framework of a new basis, if you 
please. These findings and fiduciary as- 
sociations’ conclusions would serve as a 
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text and guide to the self-education of 
corporate trustees, with which equip- 
ment of knowledge we could venture forth 
to educate the public. 


Allocation of New Fees to Be Covered in 
Agreements 


Gradually it would become the vogue 
for trustees to discuss fees with attor- 
neys and prospective trustors, to the end 
that trustees would really be paid for 
their services and on a basis which could 
not be disputed, because it would be cov- 
ered by agreements. 


Moreover, it is possible that existing 
trusts could be placed on the new basis, 
especially in cases where the trustor is 
still living. From this possibility you can 
see that immediate benefit may be derived 
by trustees from the procedure I am ad- 
vocating. 


Let me take a moment more to be spe- 
cific as to one point. Even after a new 
basis for fees is worked out, in talking 
to anyone contemplating the establish- 
ment of a trust, the option would still 
lie with the customer as to the appor- 
tionment of fees between life tenant and 
remainderman. 

As an example, take the case of a man 
wishing to establish either a living trust 
or to make provision in his will for a 
trust to be created after his death. Sup- 
pose the amount is $500,000. In discus- 
sion with his attorney and the trust offi- 
cer, the prospective trustor would outline 
the manner of income distribution. At 
that time the trustee would give his opin- 
ion as to what the conservative maximum 
return might be. Suppose we say this re- 
turn is 4 per cent. That would make a 
$20,000 gross. Would it not appeal to the 
prospective trustor to say to him, “To 
give you a trust service such as you wish, 
will cost such and such a dollar and cent 
amount, which includes a _ reasonable 
profit for ourselves. You, Mr. Trustor, 
have the privilege now to state in your 
instrument the manner in which you 
wish us to allocate the fee.” Such pro- 
cedure would reflect favorably on the 
trustee and would enable the trustor to 
make a decision from the facts before 
him. 
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Preliminary Steps Should Be Taken Now 


Viewing the problem from any side, 
there is little, if any, justification for the 
practice, now so general, of having the 
trustee shoulder the responsibility of de- 
termining whether the life tenant or re- 
mainderman should pay the greater 
amount for the management of the 
trust, or vice versa, or of determining 
how heavy a charge the individuals con- 
cerned will tolerate. 


Somewhere in this situation there 
must be—and I feel certain that there is 
—a more justifiable basis for charging 
fees—a basis which will be fair not only 
to the trustee, but also to the immediate 
and ultimate beneficiary, and to the 
trustor, the one who has worked and 
probably suffered to accumulate the 
corpus. And let us not forget that the 
trustor is an important factor in any 
trust. It is he who establishes the trust 
and who selects your trust company or 
mine as his trustee—he is the customer. 


In conclusion, let me say that I am not 
so optimistic as to think that the task 
I have outlined can be accomplished over 
night, but I do think that it should be 
undertaken without unnecessary delay. 
Fees have given and will give trustees 
trouble until we know what it costs to 
do business, what profit we can and 
should reasonably expect and_ until 
through common effort we can find the 
key to trust fees which would at once be 
adequate to the trustee, equitable to the 
life tenant and remainderman and fair in 
the eyes of the trustor. 





Fundamentals of Trust Department 
Cost Analysis 


Address by JOHN J. DRISCOLL, JR., C.P.A. 
Driscoll, Millet & Company, Analysts in Bank Management, Philadelphia, Pa. 


HE need for an understanding and 

knowledge of costs in Trust Depart- 
ments and their use as a basis for judg- 
ing desirable business and pointing to 
the fees that should be collected, we feel 
is very definitely brought out from our 
experience in analyzing banks. It has 
been our pleasure to analyze over three 
hundred banks with trust departments, 
and out of this group, approximately 
eleven out of twelve departments operate 
unprofitably ; and of those that are prof- 
itable, only about one out of three 
shows worthwhile earnings. 


The mere accumulation of size, or the 
feeling that once a department passes a 
given amount of total resources it must 
be profitable, has no basis in fact. Like- 
wise, the mere increase in volume in a 
department will not of itself change an 
unprofitable to a profitable department. 


To our mind, the fundamental weak- 
nesses that bring about this unsatisfac- 
tory condition are two. First, in certain 
types of trust business fees received are 
based on dollars handled, rather than on 
service rendered or risk taken; and in 
the majority of cases, these fees will not 
pay the cost of the service rendered. Sec- 
ond, in handling trust business where 
the fee is subject to agreement, the trust 
department too frequently goes after this 
business on a cut rate basis. This has 
been partly offset by the adoption of 
codes. If this trust business, on which 
the fee is subject to adjustment, is to 
be handled on a profitable basis, it ap- 
pears to us first necessary that we de- 
termine what it costs us to handle this 
business and what fees must be collected 
to make it profitable. 

Another angle, too, and one for which 
at the immediate moment there appears 
to be no solution, is that the basis of 
fees was established many years ago, 
while the type and volume of trust busi- 
ness now handled has changed materially 


since that time. With the adoption of 
New Business Departments, wide adver- 
tising and education of the public, trust - 
departments now find themselves bur- 
dened with many small trust matters; 
which, it is hardly necessary to say, are 
decidedly unprofitable. 

As a result of this, trust departments 
are now in the same position as commer- 
cial banking was fifteen years ago. 
Namely, volume has been secured, but 
profit is not being earned. Faced with 
this situation, banking started to analyze 
its costs, compare the expense of render- 
ing service with income received, and 
definitely determined where and why 
profits were leaking away. To bolster 
these profits, it was necessary to resort 
to service charges. It is our opinion that 
trust departments are now at this point 
and they must determine where and why 
their profits are leaking away and what 
remedies must be adopted. 

It will probably be necessary to rebuild 
our conception of new business in trust 
work and a great part of the small, un- 
desirable business must either be unsold, 
or if it is to be handled, then on an en- 
tirely different basis than at present. 

This will mean, in many instances, a 
change in the basis of fees, which will 
necessitate the development of factual 
information, a recognition of these facts 
by the trust profession, and a combined 
movement toward a sound basis for fees, 
possibly to the point of an adjustment 
upward in legal fees under certain con- 
ditions. 


How to Determine Adequate Fees 


To determine what are proper fees, it 
is first necessary that we determine what 
it costs to render service on various 
types of trust business, for until we 
know what it costs us to carry on the 
various detail operations of our business, 
we will not be in a position to say defi- 
nitely what is a sound fee. 
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Costs in trust departments can be de- 
termined. Not the total dollar cost of op- 
erating the department. That is com- 
paratively simple. But costs in relation 
to items or transactions handled, to each 
$1,000.00 handled, and per hour for cer- 
tain types of trust service. To secure 
such an answer requires considerable re- 
finement and, recently, in setting up a 
detailed trust report on a department of 
about thirty millions total resources, it 
was necessary to provide forty-eight dif- 
ferent classifications of departmental ex- 
pense to arrive at a sound basis of cost. 

A practical question is, “Suppose costs 
are determined. Of what use will they 
be?” Costs soundly and properly deter- 
mined should develop the following in- 
formation: 


1—They will show what is a sound and 
proper fee on each type of service ren- 
dered, because when we know what 
it costs us to render a given service, 
we can then determine accurately 
what our fees should be. 

2—They will point out the minimum size 
piece of trust business in each class 
that can be handled with a profit. 


38—They will show what types of trust 
business are being handled profitably 
and denote where new business efforts 
should be expended. 


4—After costs are determined, it be- 
comes an easy matter to set up a de- 
partmental profit and loss statement, 
showing the sources of profits and 
losses within the department, clearly 
pointing out where adjustments 
should be made and new policies 
adopted. 


5—In rendering service where fees are 
subject to adjustment, they will clear- 
ly show what this fee should be. 


6—They will also show what the fee 
should be to earn a reasonable profit. 


7—Trust business now on the books 
divides into two groups. First, agency, 
custodian, voluntary trusts, etc., on 
which the fees are subject to adjust- 
ment and costs will clearly point out 
what the adjustment should be. Sec- 
ond, in the instance of estates and 
trusts that are already on the books, 
nothing can be done about them, but 
at least our experience in handling 
them should give us valuable infor- 
mation to be used in going after and 
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taking future trust business of a simi- 
lar type. If a department were to ad- 
just only one-half of the fees that 
can be adjusted to a sound basis, it 
will result in a substantial increase 
in earnings. In this connection, I cite 
the summary of a departmental profit 
and loss statement of one of the de- 
partments we recently analyzed. This 
department showed the following re- 
sults from a year’s operations 


Loss on Court Trusts.... $5,000.00 

Loss on Private Trusts... 5,800.00 

Loss on Escrow Accounts. 3,000.00 

Loss on Custodian Ac- 
counts 

Losses in Paying Agent 
and Bond Trustee 

Profit on Stock Transfer 

‘ and Registration 

Loss as depository under 
Bondholders’ Protective 
Committee 

Loss on 
Functions 


6,900.00 
900.00 


4,700.00 
Miscellaneous 


. - $33,100.00 


If this department successfully ad- 
justed one-half of the unprofitable 
business that is subject to adjust- 
ment, it would increase its earnings 
approximately $15,000.00 and this 
without adding any profit to their 
fees charged. One trust department 
with which we have been closely as- 
sociated, has done considerably better 
than this. 

8—In the instance of unprofitable busi- 
ness which cannot be adjusted, we can 
at least restrict our activity and our 
costs connected therewith to just what 
is necessary, eliminating all unneces- 
sary or unwarranted services and 
costs. 

9—New business can then be taken on a 
definite basis with the testing of busi- 
ness before it is taken, and permit us 
to weed out that which is undesirable 
or that which will not pay its way. 


10—New business expense can be com- 
pared with what it produces. We can 
find the relation of the cost of secur- 
ing business to the approximate fees 
to be received from this business. 


Net Operating Loss .. 


A number of practical points have 
come out of the development of costs for 
trust departments, and here are some 
of them. 


Cost of Securing New Business 


New business costs usually run about 
10 per cent of total fees collected and oc- 
casionally as high as 25 per cent. 

The results of new business expendi- 
tures are rarely reflected in income 
earned during the same year. This raises 
the question of when and how should 
new business expense be added to trust 
department costs. We do not see any 
equitable way of adding new business ex- 
pense to our costs, and therefore, sug- 
gest that they be considered as an addi- 
tion or over-ride to our profit. If we 
agree that our profit should be 40 per 
cent of our total expense of the depart- 
ment and our new business expense is 
10 per cent of our total expense, then we 
would add 50 per cent of the total ex- 
pense as profit, or set our profit figure 
high enough to permit us to absorb this 
new business expense. This latter sug- 
gestion is only another way of doing the 
same thing. 

To earn a sound profit, it is necessary 
that fees collected be 140 to 150 per cent 
of the total cost of operating the depart- 
ment. 

Corporate trust business, if secured 
in a reasonable volume, is invariably 
profitable, provided it isn’t taken at a 
cut rate. Fundamentally, it should be for 
the reason that our fees are based on 
work done and service rendered, and 
there is a direct relation between our fee 
and what we do. 

Trust departments have sold volume 
rather than quality. This is the same 
thing that materially reduced the earn- 
ing power of commercial banking. 

Private trusts are subject to control. 
The approximate cost can be previously 
determined and the approximate fee 
necessary to earn a profit previously 
stated; hence, starting this business on 
a sound basis. 

The following suggestion has been 
made to a number of trust men, but they 
feel it is impractical. We feel that a way 
of accomplishing it must be found, if 
small trust business is going to at least 
pay its way. 
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It is to establish an initiation fee suf- 
ficient to cover extraordinary expenses on 
small trusts, to be collected preferably at 
the start. Then, have the regular fee fol- 
low in normal course of business. In 
some instances this regular fee might be 
less than is now collected, but the com- 
bination of it and the initiation fee will 
exceed our present fees. 


That the development of new business 
effort to secure volume in the hope of 
cutting costs, rarely works out. Expenses 
of operation seem to closely follow in- 
creases in volume handled. 


That the profit which should be 
earned should bear a relation to the time 
and expense involved in rendering serv- 
ice and should also give consideration to 
the responsibility assumed. 

There are two points’ constantly 
brought up for discussion by trust men, 
and I am going to take the liberty of ex- 
pressing our opinion on them. 


Now that the trust department is not 
receiving interest on the balance it 
carries with the banking department, 
shouldn’t some credit be given the trust 
department for the earning on this 
deposit ? 

Interest on Cash Balances 


It is our opinion that the banking de- 
partment should earn 1%% per annum 
on its demand deposits, when these de- 
posits are set up as a separate depart- 
ment. Accordingly, the trust department 
deposit should be analyzed and any profit 
in this account in excess of 1%% per 
annum of the average balance main- 
tained, we feel, may be properly consid- 
ered as profit arising from the exercise 
of the trust function. 

However, this item should not be con- 
sidered as regular trust earnings, nor 
should it be considered as making up for 
any deficiency in trust fees or commis- 
sions. The operation of the department 
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on the basis of fees and commissions col- 
lected should reflect a commensurate 
profit before considering this item. 


Earnings on Capital Funds 


The second debatable point is the 
opinion expressed by a number of trust 
men that the trust department is also 
entitled to some proration of the earn- 
ings on capital funds, that is, the capital 
stock, surplus and undivided profits of 
the bank. Or, in other cases, on the ac- 
cumulated earnings which have been 
turned over to the bank. 


We have never agreed with this theory, 
but have always considered that the 
earnings of any department, once they 
have been earned and turned over to un- 
divided profits, constitute the stock- 
holders’ funds of that bank. The earn- 
ings from these stockholders’ funds 
should not be used to increase the earn- 
ings of the various operating depart- 
ments, but should be set up as a sepa- 
rate department itself. In analyzing 
commercial banking over the past ten 
years, we have always set the earnings 
from this source up as a separate de- 
partment. 


Any department of the bank should 
stand on its operating result prevailing 
for the current year; although in judging 
the accomplishment of the men respon- 
sible for the operation of the department, 
the extraordinary profits they have 
earned in the past or the surplus they 


have been instrumental in accumulating, 
should be given consideration. 


As a general statement, disbursements 
out of capital funds for dividends, taxes 
and losses have resulted in the total of 
these funds being less today than they 
were some years back. 


Basis for Sound Cost May Revise Fees 


To the question, “Can trust costs be 
soundly determined?” I give this answer. 
Over the past ten years, we have analyzed 
banking costs in well over five hundred 
banks. About five years ago, we started 
to build a basis for the determination of 
trust costs and after we had it completed, 
experimented with it in three depart- 
ments to iron out the rough edges and 
meet the practical problems occasioned in 
its application. At this time, reports are 
being prepared for four trust companies 
in a Clearinghouse Group and it is their 
intention to apply to the Chancellor for 
a complete revision of their fee bases, 
based on the facts that these reports are 
showing and will show. — 


As a final thought, I submit the fol- 
lowing. Trust departments as now oper- 
ated are, in the great majority of in- 
stances, unprofitable. With the increased 
care and records now necessary, plus the 
new and more severe examinations, it 
becomes good business to keep our rec- 
ords as sound and efficient as it is pos- 
sible. This means further increased 
costs. If trust departments continue to 
state that a large part of their business 
is unprofitable, they should be able to 
clearly show why and where it is un- 
profitable. To provide a backlog to care 
for contingencies, they must earn a 
profit. To keep the respect of their clients 
and prospective clients, the department 
must be handled to produce a profit, or 
the opinion that we cannot successfully 
operate our departments is bound to take 
hold. If higher fees’ are necessary, and 
definite facts can be shown to prove this, 
it should increase the confidence of the 
clients and prospective clients of the de- 
partment and cause them to feel that 
the department knows and understands 
its business. 
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HE trust business handled by any 

institution is the most sacred of all 
of its functions and at the same time 
those engaged in it have the satisfaction 
of knowing that in their daily tasks they 
are performing a service for others who, 
without their assistance and guidance, 
might otherwise face the world deprived 
of the necessities of life. * * * 

It is difficult to separate the social 
from the economic significance of trust 
business. That is true of any form of 
public service. No business service to 
the public can be of much social signifi- 
cance unless it is an integral part of the 
economic structure. * * * 


Contribution of Corporate Trust Services to 
American Finance 


We are prone to think of the social 
meaning of trust service as being con- 
fined to the administration of personal 
trusts. The corporate trust has its social 
significance as well. Banks and trust 
companies, by acting as trustees under 
corporate bond and note issues, have 
made an unrecognized contribution to 
both the economic and the social struc- 
ture of our country for a period dating 
back nearly a century. 

By their services as corporate trustees 
trust institutions have made possible the 
working of the American financial ma- 
chinery, which, in turn, has made possi- 
ble the economic advancement of the 
country—which constitutes the real basis 
for our social development. 

There are some (due to lack of knowl- 
edge, I believe) who are challenging the 
services being rendered by our trust in- 
stitutions and, more particularly, there 
is being voiced criticism of the corpo- 
rate trusteeship as performed by banks 
and trust companies. I think this is an- 
other instance where we ourselves must 
not think in terms of operation and man- 
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agement only, but should think in terms 
of a third function—interpretation. I 
do not fear attacks made against the 
trust business where it is conducted ac- 
cording to the high principles established 
by the Trust Division of the American 
Bankers Association, and there are prob- 
ably only very few who do not abide by 
this high code of ethics. Where there is 
knowledge of what is being done and 
this knowledge is interpreted frankly to 
the public I do not think we need fear 
these criticisms. Not that I think our 
service is perfect. I know it can be im- 
proved and, through conferences and the 
forums or clinics held in connection with 
the regional conferences on banking serv- 
ice, the best trust practices, built upon 
the foundation of years of experience, 
are being formulated and placed in 
operation. 

We have come through a great depres- 
sion. An accompaniment of the depres- 
sion was a series of defaults in bond 
issues. There are some who contend that 
the corporate trustee under these de- 
faulted bond issues is responsible not 
only for the defaults but for all the wid- 
ening circles of misfortune which ripple 
out from such catastrophes. Gifted with 
the powers of hindsight, there are those 
who say that corporate trustees should 
have foreseen these defaults; should have 
stepped in and assumed the management 
of the property underlying the defaulted 
issues. Or, it is claimed, the trustee un- 
der the indenture, having failed to fore- 
see and forestall default, should immedi- 
ately have saved the situation by waving 
a magic wand that would bring order 
out of chaos and assets out of liabilities. 

There is an impression abroad that 
when a bond issue is in default there is 
something radically wrong with the in- 
strument itself or with the functioning 
of the trustee, and that through some 
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strange legerdemain the selection of a 
trustee should guarantee an issue of 
bonds and assure its payment at matur- 
ity. While it seems so self-evident as to 
be unnecessary to express it, the only 
guarantee of a bond issue is the con- 
tinued solvency of the issuing corpora- 
tion. No provisions in an indenture can 
take the place of careful and astute man- 
agement by the directors and officers of 
the issuing corporation. 


Indentures as Safeguards 


The corporate mortgage, whether dis- 
cussed from the standpoint of the mort- 
gagor, the trustee, or the bondholder, 
should be considered in the light of its 
historical development. Unfortunately, 
its history has never been written ade- 
quately. It is traceable only by a com- 
parison of indentures and through a 
study of the innumerable decisions of 
federal courts and the long record of 
reorganizations and corporate fore- 
closures. In a large sense, the history of 


the corporate trust instrument is exem- 
plified in the present blanket mortgages 


of the great railroad corporations which 
have had written into them the experi- 
ence of very nearly one hundred years. 

These intricate and complicated inden- 
tures are the result of an organic growth 
during which the mortgagor, the under- 
writer, and the trustee have attempted 
to devise an instrument which will per- 
mit the corporation to function, which 
will safeguard the interests of the bond- 
holders while the mortgagor is not in 
default, and which will provide a me- 
dium of salvaging the bondholders’ in- 
terests should the mortgagor become in- 
solvent. In spite of all the good faith of 
the issuing corporation, in spite of the 
careful examination of properties by 
underwriters and in spite of the diligence 
of trustees, some corporations become de- 
funct and some 
closed. 

For some time past, bondholders have 
had the protection of requirements that 
securities issued by railroads shall be 
passed upon and authorized by the Inter- 
state Commerce Commission and that 
securities issued by operating public util- 
ities shall be passed upon and authorized 


indentures are fore- 
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by the public utility commissions in the 
various states. Today, under the provi- 
sions of the Securities Act, substantially 
all issues of industrials and utilities 
must be registered and the fullest in- 
formation must be given about the busi- 
ness, earnings, and assets of the issuer, 
about the property to be mortgaged or 
pledged, and as to the terms of the in- 
denture under which the obligations are 
to be issued. 

While the authorization of a bond 
issue should be an assurance that the 
bonds to be issued serve a legitimate and 
useful purpose and that they have a rea- 
sonable chance of payment upon matur- 
ity, and while the requirements of the 
Securities Act should assure the good 
faith of the management in making the 
fullest disclosures, these safeguards ob- 
viously do not insure against financial 
difficulties. Mistakes in judgment on 
the part of the management, sweeping 
changes in financial conditions, technical 
changes which make methods of trans- 
portation of products obsolete, bring 
their toll of disaster in spite of regula- 
tory boards and carefully drawn instru- 
ments and irrespective of who the trus- 
tee might be. 

Nevertheless, we should consider 
whether trust instruments can be im- 
proved and greater protection given to 
the bondholders through enlarging the 
trustee’s duties under an indenture. May 
I suggest such an undertaking to the 
Trust Division as being in keeping with 
its record of progressive and construc- 
tive activity. * * * 

A confusion exists in the popular mind 
as to the two main kinds of trusts. Use 
of the term “trustee” with its many 
connotations has served to increase the 
confusion. It is true that in some re- 
spects the trustee of a corporate trust 
has much in common with the trustee of 
a personal trust but in most respects the 
divergence is extreme. 

A trustee of a personal trust is in pos- 
session of and has title to the property 
of the trust. It is his duty to manage 
the trust property exercising the care a 
prudent man familiar with such matters 
would exercise as trustee of the property 
of others. The trustee of a corporate 
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trust, however, is trustee only of a con- 
tract to which it becomes a party and 
under which it accepts certain well-de- 
fined duties and obligations therein ex- 
pressed. * * * 

The trustee of a corporate indenture 
is a trustee under a contract between a 


corporation which desires to borrow 


money and the holders of its obligations 
who have advanced the money—the bond- 
holders. For the security of all the bond- 
holders equally, a lien is given to the 
trustee to be enforced, primarily, if the 
obligor fails to pay the interest and 
principal of the debt, and, secondarily, if 
some event occurs, either through the 
act or failure to act of the obligor, which 
the contracting parties have agreed is of 
sufficient gravity to constitute an event 
of default. When a default occurs and 
exists for the agreed time the lien held 
by the trustee is to be foreclosed, and 
the pledged property is to be sold for 
the benefit of the bondholders. While the 
obligor is not in default, however, it is 
to have full control of the pledged 
property. 


Enlargement of Duties Under Corporate 
Trust 


Such were the terms of the early rail- 
road mortgages, written often in long- 
hand upon two sheets of parchment, and 
consisting of a grant in trust, the grant- 
or peaceably to enjoy the premises when 
not in default, and a defeasance clause, 
putting a definite end to a corporation’s 
liability to the bondholders once it is 
paid. According to that great authority, 
Francis Lynde Stetson, not until 1857 
was there even provision for authentica- 
tion of the bonds, the main purpose of 
which is to prevent an over-issuance of 
bonds. The whole principal was issued 
at once, and it was not contemplated that 
the trustee should have further duties 
unless and until a default occurred. 

But the panic of 1893 and the depres- 
sion that followed caused defaults under 
many railroad mortgages, which were 
followed by foreclosure sales and exten- 
sive reorganizations. The mortgages of 
important reorganized railroad compa- 
nies, such as the Northern Pacific, the 
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Union Pacific, the Atchison, the Erie, 
and the Southern, evolved between 1894 
and 1896, were developed from the com- 
prehensive study of many such instru- 
ments by eminent counsel. 

The corporate mortgages of today fol- 
low substantially these forms, but be- 
cause of.the great advance in the activ- 
ities and requirements of corporations, 
especially railroad companies, the pres- 
ent-day corporate trust instrument has 
taken on form, features, and dimensions 
vastly different from the early inden- 
tures and includes an elaborate contract 
as well as provisions for an expanding 
lien. In most instances it contains an 
agreement to provide for future in- 
creases in the mortgage debt. It has been 
largely in respect to such future in- 
creases that the duties of the trustee 
have been enlarged during the life of the 
mortgage when no default exists. 

Concurrent with the growing complex- 
ity of provisions covering further issu- 
ance of bonds there have arisen many 
other provisions not contemplated in the 
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early indentures. The great modern 
mortgage, besides being merely a lien 
upon real property, generally has pledged 
under it stocks, bonds and leases in an 
attempt to subject the entire property of 
the railroad to the debt. Hence the ob- 
vious necessity has arisen of releasing 
property from the mortgage and accept- 
ing other properties in exchange. * * * 

The courts of this country have dis- 
played a clear conception of the impossi- 
bility of placing upon the trustee super- 
visory or visitorial powers over the issu- 
ing company. This fundamental principle 
is recognized in English indentures 
which provides that the trustee shall not 
be bound in any way to interfere with 
the company’s business “unless and until 
the security hereby constituted shall 
have become enforceable and the trustee 
shall have determined or been required 
to enforce the same.” 

The main protection of the bondholder 
is that the directors and officers of the 
mortgagor company understand their 
business and conduct it properly. To sub- 
stitute the trustee for the corporation in 
handling its affairs has never been con- 
templated. The misfortunes which have 
befallen corporate issues have seldom 
arisen from defects in the indentures 
themselves but because the issuing cor- 
porations are no longer able profitably to 
sell goods or services to the community 
and, therefore, have become insolvent 
and would have become so irrespective of 
the provisions of indentures and the 
diligence of trustees. * * * 


Requirements for Acceptance of Corporate 
Trusts 


The primary concern of the trustee is 
to deal only with persons of reputation 
and standing, who are acting in good 
faith for legitimate and reasonable pur- 
poses. In the majority of cases corpora- 
tions bringing indentures to a corporate 
trustee are already known. Their officers 
and directors are known, and their cor- 
porate finances are known to the business 
world through their published reports. 

Many times have corporate trustees re- 
fused business when they were not satis- 
fied with the personnel of the manage- 
ment, the standing of the underwriters, 
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or the nature of the business. Particu- 
larly have they been careful to avoid 
situations where it seems the name of 
the trustee is desired as a selling argu- 
ment. 

However, the corporate trustee does 
not make such an examination of the 
‘company as would be made were it the 
sponsor of the issue, itself offering the 
bonds for sale to the public. It is not 
the duty of the corporate trustee to have 
the corporation’s affairs examined by 
certified public accountnats, and their 
property examined by engineers and ap- 
praisers. 

Were it possible, or even desirable, for 
a trustee to add these duties to the recog- 
nized trust functions, the expense in- 
volved in such examinations would be 
prohibitive, or really would mislead the 
public. The acceptance by a trust institu- 
tion of a trusteeship under an indenture 
should not be misconstrued into an as- 
surance of, or a prediction of, future 
success of the bond issue or of the issu- 
ing company. 

The trustee has, therefore, confined 
its examination to the bona fides of the 
business and the reputation of its spon- 
sors. To refuse to act as trustee under 
the indenture of a new corporation would 
make modern progress almost impossible. 
In many instances mere valuation of 
property may mean nothing. During the 
recent depression thousands of beautiful- 
ly built factories have been idle and un- 
saleable. Valuations can be placed upon 
business properties only as going con- 
cerns. Judging as to whether a business 
will succeed or not is something which 
the investor must ultimately do for him- 
self, unless all issues are to be guaran- 
teed or, in short, a trustee is to be ap- 
pointed for each adult. 

Unfortunately, the bondholder seldom, 
if ever, reads his mortgage and usually 
has an entire misconception of the duties 
of the trustee, which is also the case 
when the trust company acts merely as 
transfer agent of stock, judging from the 
inquiries by stockholders if a dividend is 
passed or the issuing company is other- 
wise in trouble. 

A further question is how far should a 
trustee seek to influence the form of con- 
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tract between the obligor and the bond- 
holder. The corporate mortgage has been 
a growth and is still developing. The 
files of the great metropolitan trust com- 
panies, in respect to each class of inden- 
ture, show how constant the development 
has been. Necessarily each class of busi- 
ness: steam railways, urban railways, 
public utilities providing electricity, gas, 
or water, wasting properties (such as 
mines), and industrial concerns, require 
highly specialized provisions. Not only 
must the nature of the business be con- 
sidered, but the kind of obligation to be 
issued—whether the indenture is to 
secure notes, debentures, income bonds, 
collateral trust bonds, convertible bonds, 
and so on through an almost infinite list. 

The corporate trustee, when a new in- 
denture is offered, brings to its examina- 
tion the experience gained from years of 
activity. The first concern of the trus- 
tee is to see that the mortgage is work- 
able—that is, that the formal parts have 
set up the proper machinery required by 
modern conditions, such as registration, 
conversion, redemption, etc. 

Attention is especially concentrated 


upon the provisions authorizing the issue 
of bonds. While the trustee has little to 
say about the purpose for which bonds 
may be issued, these purposes being an 
essential part of the contract and in 
many instances previously approved by 


regulatory boards, the trustee, when 
necessary, can in a measure influence 
and improve the terms of application or 
authorization given to the trustee look- 
ing to its authentication and delivery of 
bonds. * * * 

When it is not a question of prefer- 
ence, but the indenture contains a pro- 
vision which seems to be dangerous or 
prejudicial to the interest of the bond- 
holders, the trustee should refuse to act. 
However, before refusing to act, it would 
seem that the trustee should consider 
whether its recommendations are merely 
advisable or whether they are essential 
to the good faith of the agreement. Cor- 
porations which are constantly borrow- 
ing have forms of indenture under which 
they habitually proceed, and underwrit- 
ing houses and their counsel become ac- 
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customed to certain forms which there is 
no reason to change unless they contain 
a patent defect. 

For the trustee to be able to state def- 
initely what clauses are essential in a 
given mortgage is to presume that the 
trustee has knowledge of the company’s 
affairs at least equal to, if not superior 
to, the knowledge of those managing its 
affairs, and those desiring to invest in it. 

As a strange commentary on the sub- 
ject, indentures of relatively weak con- 
cerns are usually the best examples of 
modern experience. Usually the higher 
the credit standing of the corporation, 
the more laconic are its provisions, since 
its mere obligation to pay is satisfactory 
to the public. 


Scope of Trustee Responsibilities 


Broadly speaking, the trustee is will- 
ing to accept any responsibility which it 
can discharge by following an agreed 
upon procedure under an indenture which 
shall set forth in clearest terms the steps 
the trustee shall take to arrive at a given 
conclusion by the events which shall be 
precedent to a given action, provided 
that if the trustee so acts diligently and 
in good faith, it shall be without liabil- 
ity, and further that it shall be properly 
compensated for the responsibility, labor, 
and out-of-pocket expense involved. This 
responsibility does not extend to over- 
seeing the operations of the mortgagor 
or to controlling its activities. It can, 
however, include steps necessary to de- 
termine certain facts or values which are 
essential to the contract, and it can in- 
clude the trustee’s consenting or refus- 
ing to consent to given matters proposed 
by the mortgagor. 

Even when the responsibilities of the 
corporate trustee are expressed in such 
broad terms as these, the weight of its 
responsibility can be appreciated when 
the numerous services that the trustee 
performs are visualized. The great in- 
dentures must necessarily state in very 
general terms the purposes for which 
bonds may be issued, but they do state 
further in great detail how the company 
shall make application to the trustee for 
funds and the nature of the certificates 
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and opinions which must be furnished to 
the trustee and the facts which are to be 
established before bonds may be authen- 
ticated and delivered. 

In all these cases it should be noted 
that upon the satisfactory presentation 
of a certain statement of facts the trus- 
tee is directed to act, and it may not go 
beyond this agreed procedure to deter- 
mine the advisability of the issue. Were 
the trustee to interfere in this respect, it 
would be to manage the company and to 
substitute its judgment for that of the 
corporation’s officers and directors, as 
well as to substitute a new contract dif- 
ferent in terms from that under which 
the bonds have been bought by the pub- 
lic. A trustee can be empowered to make 
an investigation to determine whether 
certain facts exist, and to see if certain 
values are established, but no further. It 
cannot be empowered or expected to alter 
the terms of the contract, which is the 
indenture. * * * 

It has been said that unless the trustee 
does actually interfere in the company’s 
management and supervises it, much of 
this procedure is unnecessary. If that is 
the case the experience of one hundred 
years means nothing. These provisions 
were not invented overnight but have 
grown, and have been inserted to guard 
against things that have occurred in the 
past. They require the constant attention 
and diligence of the trustee. 

The duty of a trustee in respect to de- 
faults is another responsibility laden 
with complexities. When a company is 
unable to meet its obligations under its 
indenture, a trustee is charged with a 
high degree of diligence. In every cor- 
porate trust indenture there are certain 
provisions covering events of default. In 
the event of these contingencies the 
bondholders are entitled to proceed 
through the trustee with certain steps 
against the obligor. Here an efficient 
trustee must be guided very largely by 
experience. Generally speaking, the steps 
provided for in event of default are 
achieved through a foreclosure and sale 
of the pledged mortgage property. 

When to act or to refrain from acting 
in the event of default is a question 
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which must lie with the conscience and 
intelligence of the diligent and experi- 
enced trustee. The primary interest of 
the bondholder is the solvency of the 
mortgagor company, which alone will in- 
sure the full payment of the obligation 
with its interest. * * * 

There is widespread misunderstanding, 
even in high places, of the purpose and 
effect of the immunity clause. It is some- 
times said that the trustee has so hedged 
and guarded itself by immunity clauses 
as to divest itself from all responsibility. 
This is not true in fact nor is it the trus- 
tee’s attitude. The corporate trustee has 
a great service to render under many dif- 
ferent forms of mortgages, involving al- 
most an unlimited number of varied busi- 
ness enterprises. It must employ agents, 
attorneys, engineers, and accountants, 
and it must be entitled to rely upon their 
advice. 

When diligently, and with such wisdom 
as it possesses, the corporate trustee acts 
or refrains from acting in good faith, it 
is given, and should be given, immunity. 
In trust indentures in England as well as 
in America immunity provisions are in- 
serted which recite, first, certain things 
which the trustee is not called upon to do, 
and, secondly, which endeavor to make 
plain that the trustee acting within its 
trust and in good faith shall not be liable 
for the financial results of its acts. * * * 

The trust committed to the corporate 
trustee differs in many respects from the 
trust committed to a testamentary trus- 
tee, but the standard of conduct with 
respect to the trust remains the same. 


Personal Trusts as Public Service 


The social significance of personal trust 
service is, I am sure, obvious to all of 
you. Unfortunately, this understanding is 
not as general as we would like to see it. 
Yet when one considers the part the trust 


institution plays in safeguarding the 
welfare of widows and orphans, of the 
young and the aged, the impelling force 
of trust institutions in the field of social 
service is striking. 

Further, if we look around us, we find 
that the development of trust service in 
this country is not a sporadic spurt but is 
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the answer to a universal social need. The 
fact is that in every common-law coun- 
try, such as our own, without exception 
the trust is used. In every common-law 
country there are trust institutions en- 
gaged in trust business. In every civil- 
law country there are substitutes for 
trusts which accomplish in a cumbersome 
way what we accomplish through the 
trust in a direct way. In the Mohamme- 
dan countries the form of trust is well 
developed. So it is in the Latin-American 
countries and the Scandinavian countries. 
As for Japan, it has bodily taken over 
and grafted into its legal system the basic 
principles of common-law trusts. The de- 
mand for trust service is world wide. 

And it is to the credit of the trust in- 
stitutions of the United States that they 
are leading the way in effectiveness and 
efficiency of service. More to their credit 
is their readiness to broaden their field of 
social responsibility. I refer to the efforts 
now being made to broaden the base of 
trust service, to meet the full demand in 
this country for the facilities furnished 
by trust institutions on behalf of in- 
dividuals. 

Thinking trust men realize that the so- 
cial need for trust service requires that 
special attention be paid to the profitable 
and economic administration of small 
trusts—trusts, say, of $20,000 and under. 
They recognize that a vast majority of 
the liquid estates of Americans are less 


than $20,000 and that the widows, sons, 
and daughters of these Americans need 
trust service quite as much as the widows, 
sons, and daughters of those who count 
their liquid estates in millions. 

Trust business is seeking to equip it- 
self to meet this aspect of the social de- 
mand by developing methods for handling 
these small trusts profitably and econom- 
ically, both to the estates and to trust in- 
stitutions. It is in the field of the small 
trust that the next great development of 
trust service will come. 

As I see it, trust service is destined to 
become one of the most powerful factors 
for social service and social security in 
this country. It offers the best medium 
yet devised by which one can provide for 
those for whom provision should be made. 
Its facilities are open to all and they come 
into play to safeguard the fruits of in- 
dividual industry. 

By giving so much attention to the 
corporate side of trust business I hope I 
have not left the impression that any 
lesser importance attaches to the personal 
side. Far from it; the one supplements 
the other. As Comptroller of the Cur- 
rency O’Connor has said, there is no more 
important function exercised by our 
banks than the administration of trust 
powers. That is true of all the powers of 
the trust department and what may in- 
jure one trust function will restrict all 
trust functions. 
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Consequently, when there seems to be, 
as there has been recently, a tendency to 
blame corporate trusteeship for business 
ills, there are necessarily repercussions 
upon trust business as a whole. To the 
public a “trustee” is a “trustee” whether 
under a will or under a bond issue. The 
difficulty lies in making clear to the public 
the nature of the functions of the trustee 
of a corporate trust and where its respon- 
sibilities end. Therefore, in view of the 
fact that there seems to be some mis- 
understanding and mystery surrounding 
the trust business, I urge upon you that 
you yourselves make understandable to 
your customers and to the public the dif- 
ferent functions performed by a corpo- 
rate fiduciary and through this interpre- 
tation elear up that mysery wherever it 
exists in the public mind. 

Let me also urge upon you the impor- 
tance of being fair to the public and fair 
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to yourselves in the matter of making an 
adequate charge for the important serv- 
ices which you render. In your competi- 
tion, one with another, you should have 
due regard for the principles that a trust 
business can only be safely and properly 
run, and satisfactory and sound service 
rendered, where there is proper and fair 
compensation, in order that the best tal- 
ent may be employed and the most im- 
proved methods of operation installed, 
which is broken down by uneconomic 
competition in taking business without 
fair and proper remuneration simply to 
gain volume. 

In conclusion, I recommend to you that 
the high standards for the conduct of 
trust business, as laid down and encour- 
aged by the Declaration of Trust Princi- 
ples, approved by the Executive Council 
of the American Bankers Association in 
April 1933, be strictly adhered to. 


New Operating Methods For The Trust 
Department 


Address by EUGENE C. WYATT 
Assistant Trust Officer, The Chase National Bank, New York City 


HE Archives of our institutions are 

bulging with records of the past, 
whose dusty and yellowing pages have 
inspired many ultra moderns to cry 
aloud in anguish at the methods used 
by those who have gone before us. But, 
whether or not we react with sorrow or 
mirth, there is in this instance, practi- 
cally as there is in everything in life, a 
lesson to be learned. 

Replace, if you will, the splendid ex- 
amples of penmanship with the rigid 
lines of bookkeeping machines; cast 
aside the old bound books for the loose- 
leaf and card systems; add a college edu- 
cation to the old-time trust clerk, and 
you still have to admit that somehow or 
other they accomplished the work re- 
quired of them. If they made a great to- 
do about it all—well, that was merely the 
birth of the griping heritage that today 
we all share in common. 


Trust operating men have a watch- 
word that is always used on the slight- 
est provocation ; namely, “There are thou- 
sands of institutions doing trust busi- 
ness but they none do it the same.” Some 
day a genius will come along and set this 
to music scaling it, of course, in a plain- 
tive minor key. 

Frankly speaking, it is unlikely that 
our methods of operation will ever reach 
a point even approaching standardiza- 
tion. There will always be the conflict 
of personalities and ideas; there will al- 
ways be too many machines, and too 
many salesmen whose sole object right- 
fully is to sell their product. There will 
always be too many undiscovered paths 
to explore and when we stop to consider 
the length of time it takes for us to 
acknowledge our mistakes why, Dooms- 
day will be so close at hand, that stand- 
ardization of trust methods will be given 
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a wide berth for fear we might trip over 
it and hasten the end. 

In the treatment of trust operations 
each of us should give first consideration 
to the problems of his own institution. 
If it is felt that the operating functions 
of trust work are efficient and adequately 
preclude the possibility of any contin- 
gent liability occurring by reason of neg- 
lect, with the exception of keeping a 
weather eye on the needs of the future, 
you should be inclined to leave well 
enough alone. 


Be Certain Your System Is Basically Sound 


If you have a problem it might be 
well to soft-pedal the idea of machines 
until you are absolutely sure that your 
system is basically sound and that there 
is a good reason for everything you do. 
“Red tape” is a parasite to beware of. 
The heart of any method will be found 
in the controls that govern it and by 
control we do not mean the check, double 
check and audit check idea. Controls 
must provide safety, but in so doing, the 
personnel should still be able to handle 
items freely and pass them on to their 
destination with the assurance that all 
will be well. 

It can almost be assumed that most 
of our operating troubles will in some 
way originate with the books of record. 
This assumption is not based on the 
bookkeeping methods in use but upon 
the multiple demands made upon them 
by various individuals or sections of the 
department. Take for instance the secur- 
ity records by account. They are needed 
for the purpose of investment reviews, 
taxes, accountings, revenue, various 
forms of statements, anticipation of 
funds for remittance, the selling of se- 
curities, audit examinations and often in 
connection with the collection of income. 
In the. cash books the situation is prob- 
ably worse for, in addition to most of 
these, we now have the requirements of 
our newly acquired real estate business 
to consider. It’s a safe bet the book- 
keepers are so busy supplying informa- 
tion and following up accounts else- 
where in the department that about the 
only thing they can do with their hands 
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is to fling them up in the air and when 
they do this, here’s hoping they don’t 
forget to shout Hallelujah! 

When we make entries in our records 
we are far from through with them for 
ours is a business of repetition. If we 
were handling comparatively few ac- 
counts undoubtedly a double entry set of 
books would be set up to maintain a 
classified history of each account. But 
due to volume of work, the accepted 
method of maintaining trust records is a 
purely single entry listing of transactions 
in chronological order with specific di- 
visions being made in the cash records 
between items of principal and income 
and in the security books between the 
individual issues held. Due to the ar- 
rangement of the security records, it is 
not a difficult matter to follow the events 
affecting any particular holding, but in 
the cash records the situation is quite 
different and one is confronted with the 
problem of picking and choosing from 
the complete record transactions dealing 
with items he is investigating or in the 
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case of taxes or accountings with the 
complete re-writing of the account in 
analysis form. 

Referring again to the many demands 
upon the records, it often occurs that 
conditions are overcome by setting up 
duplicate records for those who need 
them most. The most common duplica- 
tion of the account security records is 
the one that is used by the Investment 
Division although further duplication is 
sometimes found in records compiled by 
the Audit and Vault Divisions. Still an- 
other duplication of these records that is 
quite fashionable is the one which is set 
up on plates and is used for mechanical 
printing purposes. The records by se- 
curity issue are ordinarily duplicated in 
part to maintain control over shares of 
stock registered in the name of an in- 
stitution’s nominee. The cash books 


come in for their share of duplication 
too, usually in the form of records set- 
ting forth a break-down for tax pur- 
poses and, in order not to offend any- 
one, we must not forget to mention the 
record of those cash entries affecting 
real property that the Real Estate Di- 


vision uses for statistical reasons. 
Duplicate Records 


Duplicate records create complications 
of bookkeeping and control, and at about 
the time you think the problem is solved, 
the executive officer begins to ask ques- 
tions as he puffs away on his pipe with 
more animation than usual. So, the op- 
erating officer swallows his pride with- 
out getting indigestion, and starts off 
on a new tack that eventually leads to 
tabulating machinery. 

The most impressive thing about this 
machinery is speed, but its real merit 
rests in the ability to retain information 
indefinitely in a form permitting rapid 
re-arrangement in accordance with the 
design set for it which can be printed 
and totaled in list form at any time. 

If the things stated before regarding 
availability of information, duplication 
of records, complexities of bookkeeping 
and control, and the ever-present neces- 
sity for research, are problems to your 
institution, perhaps tabulating machin- 
ery can help you. The sequence of 
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thought governing the installation should 
originate with the results to be obtained 
for experience has shown us that, in 
achieving them, other advantages fall in 
line. Most anything these days can be 
done, so nothing is lost if you treat the 
method of operation last. 

To present a tangible picture, let us 
look at an important result desired and 
see where it leads to. First of all, it 
would be advantageous for the Invest- 
ment Division to always have in its pos- 
session the authentic inventories of the 
trust accounts, showing how securities 
were acquired, what they cost, what the 
investment powers are, and the adminis- 
trative officers concerned. It would be 
of further help to this division if it 
could readily obtain the detailed trust 
holdings in all municipal, industrial, rail- 
road, utility or other types of invest- 
ment. In considering a particular se- 
curity, they might appreciate a list that 
groups the holders separately under 
power of investment classification. 

An internal service of this type in- 
dicates that two primary records are 
needed, one of which will consist of se- 
curity issues filed by account and the 
other of accounts filed by issue. We 
will be able to obtain other results from 
the cards that constitute the two records. 
For instance, from the file by account 
formal lists of securities can be run off 
for rendition to co-Trustees and benefici- 
aries also audit examinations can be 
conducted from lists and totals supplied 
by the machines. Branch offices conduct- 
ing trust business, with the exception of 
housing the securities held in their ac- 
counts, can eliminate all operating func- 
tions if the tabulating division supplies 
them with the inventories of their ac- 
counts and the various units of the Head 
Office Trust Department will service 
their accounts under authorization of 
the branch officers. From the file by 
security issue, working lists can be made 
up for handling dividends, proxies, ex- 
changes, called bonds, and in all cases 
where the capital structure of a com- 
pany is affected. 

Another major result to plan for con- 
cerns taxes. To be effective in this cate- 
gory income must be set up and collected 
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on punch cards and to be complete, must 
embrace coupons, dividends, mortgage 
interest, and funds realized from the 
operation of real property. Here again 
the objective in view presents the possi- 
bilities of other worthwhile results. We 
know that punch cards, when placed in 
the tabulators, will print alphabetic de- 
scription and add or subtract figures so 
why not entertain the idea of using 
them to prepare advices, credit tickets 
and to post the cash books before they 
are used to make the tax analysis? Also, 
if we add the items of expense to the 
real estate income cards, we will be able 
to prepare statistical records and opera- 
ting statements by property for the Real 
Estate Division and the administrative 
officers. 

The question now arises as to how we 
can best make the machines do all this. 
Unquestionably, they handle the card ef- 
fectively but how are we to handle the 
preparation of the cards. Cards can be 
prepared in two ways, either by manu- 
ally punching, in which case a complete 
check must be made, or by a reproduc- 
tion from master cards, containing stand- 
ardized information. In the latter case, 
the standardized information does not 
have to be checked. Inasmuch as our 
chief stock in trade, excluding service 
naturally, is securities and accounts, 
some thought should be given to the 
possibility of using the reproduction 
method. Security issues repeat themselves 
in accounts and in the daily work, so it 
is conceivable that if a title card for 
each issue held in the Trust Department 
were to be prepared we would have in 
our possession a medium from which 
security transactions could be mechanic- 
ally recorded. Realizing that the cards 
produced from this master record are to 
become a part of the individual accounts 
themselves, we must remember the re- 
sults to be procured and design the 
master card accordingly. Other than 
the written titles of the security issues 
with accompanying rates, maturities, in- 
terest payment dates, etc., we must code 
each issue as to type of investment. We 
are also going to collect income and items 
of income collected must later be ana- 
lysed for tax purposes so a classification 
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denoting the tax bracket into which the 
income from each issue belongs must be 
punched in the master cards. The ac- 
count title cards which we want to ap- 
pear in connection with the file by se- 
curity issue must be standardized as to 
name and should indicate in code the 
administrating officer and the powers of 
investment. To facilitate the sorting of 
cards and to govern the selective con- 
trols when cards are run through the 
tabulators for printed lists, the ma- 
chines require an index number be as- 
signed to each individual account and to 
each security issue. 

The procedure in setting up the records 
from the issue and account master cards 
is not difficult. Tickets representing the 
security transactions for the day are 
received from the cage and segregated 
between deposits and withdrawals. The 
withdrawal proof is made by merely 
ejecting the proper cards from the files 
and running them through the tabula- 
tor for totals which must agree with 
the cage proof. Deposit tickets are first 
sorted as to bonds and stocks and then 
arranged alphabetically according to is- 
sue which conforms to the set-up of the 
security master cards mentioned before. 
The next step is to withdraw the master 
cards and place them with the relative 
transaction tickets for each issue. There 
is little punching to do for, if an issue 
has one or one hundred transactions, 
there is no variation in title or the sta- 
tistics assigned to it. The only variables 
are the identifying numbers of the ac- 
quiring accounts, how holdings were ac- 
quired, the amounts held and the cost 
prices. The punching of these variables 
is done manually on blank cards and is 
comparatively simple because it consists 
of copying numerals only. A reproduc- 
ing machine cuts in all the other infor- 
mation from the master cards at the rate 
of 125 per minute, after which they are 
run through the tabulators for proof 
purpose. ; 

The set of cards so prepared contains 
an alphabetic description of the security 
issues and is to be filed by trust account 
but, before being put away they can be 
used for the purpose of preparing a set 
of cards to be filed by security issue. The 
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procedure is strictly mechanical. The 
entire day’s work; namely, the complete 
set of cards prepared and proven for the 
file by account is sent through the re- 
producing machines, the impressions be- 
ing made on blank cards with the ma- 
chines set to lock out the alphabetic de- 
scription of security issues. There is 
no loss of control for the reproduced 
cards contain identifying numbers for 
account and issue, amount of each hold- 
ing, how acquired and inventory prices. 
The partially reproduced set of cards is 
then put aside and the clerks proceed to 
file the cards in the trust accounts. As 
they contact each account, the stand- 
ardized account title card is withdrawn. 
When all the title cards have been with- 
drawn they are sent through a sorting 
machine with the cards reproduced for 
the file by issue. The sorting machine 
operates at a speed of 420 a minute and 
by setting it to sort by account number, 
the title cards automatically fall in place 
with their respective transaction cards 
for the day. A reproduction of the stand- 
ardized account titles is then made on 
the proper issue cards and the entire 
job of recording is completed when all 
cards have been filed away. The uniform- 
ity that the reproducing method lends 
to records is amazing, there can never 
be more than one way to describe either 
account of issue. 

The process of reproduction is also 
used in the collection of income and ac- 
complishes two things, first it does not 
disturb the records, but leaves them free 
for servicing purposes and second, it 
gives an exact duplicate of the records, 
which does not have to be checked, to 
effect collection with. The income cards 
are reproduced from the record by issue 
and after the cards for a given collection 
date have been set up and the total dol- 
lar amount of collections established, the 
sorting machine transpose them from a 
file by issue to a file by account. The 
printing tabulators then mechanically 
prepare individual advices and credit 
tickets, automatically compensating the 
spaces between tickets with a gear which 
operates on the changes in account num- 
bers as the cards pass through the ma- 
chines. The totaling units also classify 
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the amounts to be credited to ledger or 
departmental controlling accounts. It is 
interesting to note that coupons and 
dividends are combined on one credit 
ticket, this being possible because we are 
able in practically all instances to credit 
accounts on a cash basis on the payable 
date. Another feature of this method 
is the elimination of any prior investiga- 
tion of the accounts to determine the 
items of income to be remitted. There 
is no need for this because theoretically 
the collection is being made from the 
record itself. After the income cards 
have been used for the purposes out- 


lined, they are again put through the . 


machines to post the detailed description 
in the income cash ledgers. They are 
then filed by account and if you recall 
the punch placed in the original master 
card to designate tax class, you will 
readily understand how we cannot help 
but have the means of preparing an au- 
tomatic tax analysis at the end of the 
year. 

A summary of the advantages we per- 
sonally feel have resulted from the use 
of tabulating machinery must be stated 
from a broad viewpoint. In fact, the 
chief benefits derived can almost be con- 
fined exclusively to the uniformity and 
accuracy obtained in the two major 
records, for they are the very founda- 
tion of the entire operating system. The 
rapid distribution of accurate informa- 
tion in printed form has been truly help- 
ful from a servicing standpoint and at 
the same time, it has eliminated many 
of the usual steps that had to be taken 
heretofore. The problems of research 
have been reduced considerably, and dup- 
lication of effort has been practically 
eliminated thereby creating an operat- 
ing pattern that has been reduced to es- 
sentials, avoids confusion and lends a 
degree of orderliness to the department 
that we have never experienced before. 

The last verse of a poem written by 
one of our bewildered boys seems to por- 
tray nicely the usual reaction to them: 

Ouch! Pressed the wrong button, what does it 

mean, 


Now what do you suppose will come from the 
machine? 


The emergency lever—I’ll give it a twirl, 
Three guesses, what is it? A boy, or a girl. 
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Modernized 
Trust Accounting 


The exhibit of punched-hole ac- 
counting and tabulating machine con- 
trol, given by Remington Rand at the 
Mid-Winter Trust Conference, was in- 
advertently advertised, in the January 
issue of the Magazine, as a demon- 
stration of modernized “cost” account- 
ing. The heading of this advertisement 
should have read: 


SEE THIS DEMONSTRATION 
Of Modernized Trust Accounting 
and Control 


The machines and methods, shown 
in actual operation, were the result of 
several years of specialized study of 
trust accounting problems and in- 
cluded Investment Records, Analyses 
and Controls, Trust Index and Docket 
records, and Asset Ledgers. 
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GENERAL MOTORS ACCEPTANCE CORPORATION 


is engaged primarily in facilitating 
wholesale distribution and retail sales 
of the following products of General 
Motors Corporation and its world- 
wide affiliates: CADILLAC, LA SALLE, 
BUICK, OLDSMOBILE, PONTIAC, 
CHEVROLET automobiles; FRIGIDAIRE 
appliances for refrigeration and air 
conditioning; DELCO lighting, power 
and heating equipment; Gmc trucks; 
BEDFORD; VAUXHALL, OPEL, BLITZ 
—foreign made automotive vehicles. 


The business consists of investments 
in self-liquidating credits, widely 
diversified as to region and enterprise. 
Capital employed is in excess of 
$80,000,000, supplemented princi- 
pally by short term borrowings. 


In obtaining such short term accom- 
modation, GMAC issues one standard 
form of note. This obligation 
it offers to banks and institutions, 
in convenient maturities and denomi- 
nations at current discount rates. 


‘ \ ~ 
GENERAL MOTORS 
TIME PAYMENT 


PLAN 


These NOTES are available, in limited amounts, upon request. 


EXECUTIVE OFFICE NEW YORK BRANCHES IN PRINCIPAL CITIES 





Warburg Urges Bank Study 
Commission 


Creation of a non-partisan commission 
of banking authorities, to conduct a 
thorough study of bank functions with 
the object of making recommendations 
to Congress and the Executive, was 
urged by James P. Warburg in a recent 
address in New York City. Mr. Warburg, 
financial author and former vice-chair- 
man of the Bank of the Manhattan Com- 
pany, suggested numerous specific ques- 
tions for study, including the following 
reference to trust functions: 

“Another aspect of the possible func- 
tional division of the banking structure 
—though of less far-reaching importance 
—is the question of whether commercial 
banks should be allowed to do a trust 
business. If they are permitted to act in 
fiduciary capacities, how is a duality of 
interest to be avoided? If they are not 
allowed to act as trustee, then how are 
the various communities to be provided 
with such service?” 


3,000 Tax Districts in U. 8S. 
In Default on Bonds 


More than 3,000 county, city, town, school 
and other tax districts in the United States 
are in default on their bonds, according to 
the statistical department of the United En- 
dowment Foundation, New York City. Out 
of 3,053 counties in the country, 307, ten 
per cent are in default in interest or prin- 
cipal of their indebtedness. More than 800 
cities and towns and about 850 school dis- 
tricts have been unable to meet payments 
on their bonded debt. More than 1,000 drain- 
age road and other tax districts bring the 
total number of defaults well over the 3,000 
mark. 

Most of the districts in default are in the 
South and the West, although New Jersey 
stands out in the East with 153 municipali- 
ties in default. States having 200 or more 
districts in default include Arkansas, 
Florida, Louisiana, Michigan, North Caro- 
lina and Tennessee. Maine bears the distinc- 
tion of having but one town on the red side 
of the ledger. New York and Nevada each 
have two defaults. 

“The colossal debts hanging over the 
nation, all the way from the Federal gov- 
ernment down to the small road or school 
district, constitute one of our gravest prob- 
lems,” points out the report of the statisti- 
cal department of the Foundation. “Interest 
on the debt of the federal government, 
which now stands at more than $30,000,000,- 
000, at three per cent would total $900,000- 
000 annually—an amount larger than the 
cost of running the entire Federal govern- 
ment for any year prior to 1917, except dur- 
ing the Civil War struggle. In some munici- 
palities, the debt structure is so heavy that 
interest alone amounts to 20 or 25 per cent 
of current revenues.” 


In the year ended June 30, 1934, national 
banks used $14.89 of each $100 of net oper- 
ating earnings before taxes in payment of 
taxes. In practically the same seven Fed- 
eral Reserve districts where the percentage 
of earnings used for taxes was above the 
average, the greatest number of bank 
failures occurred from 1920 to 1933. 

The annual report of the Federal De- 
posit Insurance Corp., shows that in 1934, 
the 1,186 State banks not members of the 
Federal Reserve system with deposits aver- 
aging less than $100,000, on the average 
$34.26 of every $100 of operating profits 
went for taxes. 





















LIKE to think of the Federal Reserve 
System, not as a system of bank 
supervision, but as a system dedicated 
to service to the banks and, through 
them, to the public. The member banks 
are as much a part of the Federal Re- 
serve System as the Federal Reserve 
banks and the Board in Washington. * * * 

The function of the Board in Wash- 
ington is not so much of a supervisory 
character, as it is to coordinate the 
activities of the twelve Federal Reserve 
banks and see that they pursue a policy 
which is harmonious for the country as 
a whole. This coordination is the service 
which the Board in Washington renders 
to the country through the Federal Re- 
serve banks and the member banks. * * * 


Adherence to Statement of Principles 


If I should attempt to state in one sen- 
tence what I believe to be the Board’s 
policy with respect to the supervision of 
the trust departments of member banks, 
I would sum it up by saying that the 
policy is to be of the greatest possible 
service to the member banks and, through 
them, to the public, by assisting the 
member banks to formulate and obtain 
adherence to better methods and sounder 
practices in the administration of trusts. 

The same objective must have been 
uppermost in the minds of your repre- 
sentatives who formulated and obtained 
the adoption by your Division and ap- 
proval by the Executive Council of the 
American Bankers Association of your 
excellent “Statement of Principles of 
Trust Institutions.” 

That was one of the most constructive 
and worthwhile jobs ever done by an 
organization such as yours; and I believe 
that the Board of Governors of the Fed- 
eral Reserve System could render a great 
service to your members, to your organ- 
ization and to the public by aiding you 
to obtain compliance by all member banks 
with your Statement of Principles. 


Supervisory Policies of the Federal Reserve System 


Address by WALTER WYATT 


General Counsel, Federal Reserve Board, Washington, D. C. 
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This is a task in which your Division 
and the Board can and should cooperate 
to the fullest possible extent. Such co- 
operation would be in the interest of the 
individual members of your Division, be- 
cause it would protect them from the 
unfair competition of a small short- 
sighted minority of trust institutions 
who might be willing to depart from 
sound principles in order to avoid incon- 
venience or to gain a temporary advan- 
tage or profit. It would be in the interest 
of corporate fiduciaries as a class, be- 
cause it would protect their good reputa- 
tion. Most important of all, it would be 
in the public interest, because it would 
result in trust institutions rendering 
better service to the public. 

In view of the fact that the Federal 
Reserve System is primarily a banking 
and currency system and is principally 
concerned with banking and credit prob- 
lems, the question may be raised: Why is 
the Board of Governors of the Federal 
Reserve System interested officially in 
the sound and proper administration of 
trust departments of member banks? 


Regulatory Interest of the Board 


The Board is concerned with this sub- 
ject, not only because it has general 
supervision over all member banks, but 
also because Congress has given the 
Board the duty of deciding whether or 
not individual national banks shall be 
given permits to exercise trust powers 
and has authorized the Board to promul- 
gate such regulations as it may deem 
necessary to enforce compliance with the 
provisions of the Federal Reserve Act 
on this subject and to assure the proper 
exercise of the trust powers granted to 
national banks. 

On the other hand, in its decision up- 
holding the grant of trust powers to na- 
tional banks, the Supreme Court of the 
United States pointed out that the ad- 
ministration of trusts is a matter pecul- 
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iarly within the jurisdiction of the States. 
In recognition of this fact, Congress has 
not undertaken to regulate in much detail 
the administration of trusts by national 
banks. Section 11 (k) of the Federal 
Res« ve Act, even with all the amend- 
ments to date, covers only about four 
small pages; and the Board’s existing 
regulation on the subject covers only 
about seven small pages. 

The law deals principally with such 
matters as the granting of trust powers 
to national banks, the amount of capital 
and surplus required for that purpose, 
the segregation of the assets held in 
trust from the assets of the bank, limited 
permission to deposit uninvested trust 
funds in the banking department upon 
the pledge of securities with the trust 


department, the deposit of securities with © 


the State authorities for the protection 
of trusts when required by State law, the 
execution of fiduciary bonds, oaths and 
affidavits, and a prohibition against the 
lending of trust funds to officers, direc- 
tors, and employees of the bank. 

The Board’s existing regulations am- 
plify and supplement these provisions 
somewhat and provide the machinery for 
their enforcement. To the extent that 
they go beyond this, they incorporate 
some of the principles which your Divi- 
sion has incorporated in its Statement 
of Principles. 

The Board has no specific power to 
regulate the exercise of trust powers by 
State banks and trust companies which 
are members of the Federal Reserve Sys- 
tem; but, under its general authority to 
prescribe the conditions upon which State 


. $1,500,000 


Surplus and Undivided Profits . $3,725,000 


We Solicit Your Baltimore Account 


A. H. S. POST, President 


banks may be admitted to membership 
in the Federal Reserve System, it does 
prescribe certain conditions of a regula- 
tory nature which I shall mention later 
on. 


Examination Procedure 


Although it has authority to examine 
all member banks of the Federal Reserve 
System, the Board has avoided duplica- 
tion of examinations. It does not examine 
national banks because they are exam- 
ined by the Comptroller of the Currency. 
As to State banks and trust companies, 
the Board has adopted the policy of ac- 
cepting examinations made by the State 
authorities or made jointly by the State 
authorities and the examiners of the Fed- 
eral Reserve banks acting under the 
supervision of the Federal Reserve 
agents. 

However, in view of its responsibility 
for the granting of trust powers to na- 
tional banks, and in view of the condi- 
tions which were discovered in a few of 
the institutions which failed during the 
depression, the Board in recent years has 
taken an increased interest in the exam- 
ination and supervision of the trust de- 
partments of member banks. 

One of the first results of this in- 
creased interest was the appointment at 
each Federal Reserve bank of a trust 
examiner especially qualified to make 
proper examinations of trust depart- 
ments. An earnest effort was made to 
obtain men well qualified for this work 
and I believe that the effort was success- 
ful. Nearly all of these trust examiners 
are college graduates with legal training 
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‘ who have had previous experience as 
examiners, trust officers, or assistant 
trust officers. Furthermore, they are de- 
voting all of their time to the develop- 
ment of better methods of examining 
trust departments; and the success of 
their efforts is attested by the fact that 
member banks have commented very 
favorably upon the examinations of their 
trust departments in which the trust 
examiners of the Federal Reserve Sys- 
tem have participated. They seem to 
appreciate having examinations of their 
trust departments made by men specially 
trained for that purpose instead of by 
examiners whose training and experi- 
ence have been principally in the exam- 
ination of commercial banks. 

The Federal Reserve System is not 
undertaking the responsibility of exam- 
ining the trust departments of all mem- 
ber banks; but the trust examiners of 
the Federal Reserve System participate 
in examinations of State banks and trust 
companies which are members of the 
Federal Reserve System and, upon invita- 
tion of the chief national bank examin- 
ers, are available for participation in 
examinations of national banks having 
trust departments. 

However, their most constructive 
work is not done in the actual examina- 
tions in which they participate, but in 
the development of better methods of ex- 
amining trust departments. 

One very constructiye piece of work 
done in this connection has been the 
preparation; under the direction of J. N. 
Peyton, Federal Reserve Agent at the 
Federal Reserve Bank of Minneapolis, of 
a handbook for examiners making exam- 
inations of trust departments of member 
banks. This book is the product of a large 
amount of study and consultation with 
the trust examiners of all twelve Federal 
Reserve banks and with members of the 
staff of the Board of Governors of the 
Federal Reserve System in Washington. 
It, therefore, represents the composite 
thought of the Federal Reserve System 
on the manner in which trust depart- 
ments of member banks should be exam- 
ined and it should result in uniformly 
better examinations of trust departments. 
Your Statement of Principles of Trust 


Every Trust Receives 
the Personal Attention 
of the Senior Executives 


FULTON TRUST 
COMPANY 


OF NEW YORK 


- 


Uptown OFFICE 
1002 Madison Avenue 


MAIN OFFICE 
149 Broadway 


Member: Federal Reserve System and 
Federal Deposit Insurance Corporation 


Institutions is included verbatim in that 
handbook and the examiners are expected 
to ascertain whether or not the member 
banks are complying with those princi- 
ples. 

The trust examiners of the twelve Fed- 
eral Reserve banks have a conference in 
Washington each year which is attended 
also by members of the Board’s Division 
of Examinations and by some of the law- 
yers in the office of the Board’s General 
Counsel. The purpose of these conferences 
is to afford an opportunity for the inter- 
change of views and experiences and to 
develop better methods and greater uni- 
formity in examinations of trust depart- 
ments. * * * 

Another thing which is significant is 
that these men approach their problems, 
not as policemen trying to find someone 
to put in jail, but as men anxious to be 
of public service by developing helpful 
and more constructive methods of ad- 
ministering and examining trust depart- 
ments. If any of you gentlemen has any 
problems in connection with the admin- 
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istration of your trust department upon 
which you would like some friendly ad- 
vice, I am sure that you would find the 
trust examiner at the Federal Reserve 
bank of your district anxious to help you 
in any way that he can. This is a service 
which should be of especial value to small 
banks and those with new trust depart- 
ments, and no one who desires it should 
hesitate to avail himself of it. 


Supervisory Organization 


A general picture of the manner in 
which the supervisory work of the Fed- 
eral Reserve System is organized might 
facilitate cooperation between the mem- 
ber banks and the supervisory authori- 
am??? 

One of the most important features of 
the Federal Reserve System is its re- 
gional character. Instead of having to 
deal directly with a centralized agency in 
Washington, the member banks can deal 
with the Federal Reserve banks located 
in their own districts and managed by 
directors and officers who live in and are 
familiar with the problems of their own 
districts. 

In organizing its supervisory machin- 
ery, the Federal Reserve Board has rec- 
ognized and preserved this principle. 
The work in connection with examina- 
tions of member banks and most of the 
correspondence and other work which 
grows out of them is conducted by men 
whose headquarters are at the Federal 
Reserve banks and who operate under the 
supervision of the local Federal Reserve 
agents. 

Under the law, each Federal Reserve 
Agent maintains a local office of the 
Board on the premises of the Federal 
Reserve bank. As a part of his duties, the 
Federal Reserve Agent directs the work 
pertaining to the examination of State 
member banks in the Federal Reserve 
district in which he is located. Under the 
supervision of each Federal Reserve 
Agent is a Chief Examiner for the dis- 
trict and a force of examiners who come 
into direct contact with the State mem- 
ber banks at the time of examinations of 
such banks. Each examiner is selected 
after a careful investigation of his ex- 
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perience and qualifications, and his selec- 
tion is approved by the Board in Wash- 
ington. 

It has been apparent, of course, that 
the activities of the Federal Reserve 
Agents in the twelve different districts 
require coordination, in order that a uni- 
form policy may be pursued for the Sys- 
tem as a whole. Accordingly, the Board 
maintains at Washington a Division of 
Examinations which is composed of able 
and experienced bank examiners, some 
of whom have been drawn from the ranks 
of practical banking. This Division not 
only reviews the reports of the examin- 
ations of member banks but also keeps in 
constant touch by mail, telegraph, tele- 
phone and personal visits with the Fed- 
eral Reserve Agents and the examiners 
under their supervision. 

The Division of Examinations works 
in close cooperation with the office of the 
Board’s General Counsel in connection 
with all legal problems which arise; and 
a large part of the time of one of the 
Assistant General Counsel of the Board, 
together with the time of other members 
of the Board’s legal staff, is devoted to 
these matters. Also, the counsel at each 
of the Federal Reserve banks is available 
to the Federal Reserve Agent’s office in 
handling any problems involving legal 
questions. Close cooperation between 
counsel of the Federal Reserve System 
and the examiners is particularly impor- 
tant on questions arising in trust depart- 
ments, since the administration of trusts 
to a large extent involves legal questions. 

I suggest that the member banks make 
full use of the machinery which has been 
set up by the Board, and which I have 
just described, in order that close co- 
operation between the Board and the 
banks may be maintained. Also, if any 
of you has suggestions arising out of 
your experience which you believe would 
improve the work which is being done 
by the Federal Reserve System, the. Fed- 
eral Reserve Agents and the Board in 
Washington will be glad to receive them. 

While the supervision of banks and 
trust companies has been developed over 
a period of many years, changing condi- 
tions from time to time present new 
problems; and the Board naturally de- 
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sires to improve the quality of its work. 
This is especially true with respect to 
the supervision of trust departments; 
because it is recognized that the work of 
supervising banks has been developed to 
a greater degree than the supervision of 
trust departments. 


Trust Requirements for New Members 


The most recent indication of certain 
policies which the Board has adopted 
with respect to the exercise of trust 
powers by member banks is contained in 
three standard conditions of membership 
which will be prescribed for State banks 
and trust companies hereafter admitted 
to membership in the Federal Reserve 
System. They are stated in the revision 
of the Board’s new regulation governing 
the admission of State banks to member- 
ship in the Federal Reserve System 
which became effective on January 1, 
1936. 

Since the law does not authorize the 
Board to issue general regulations cov- 
ering the exercise of trust powers by 
State member banks, the conditions pre- 
scribed by the Board are designed to 
cover only a few important principles. 

One of the conditions of membership 
now prescribed by the Board is to the 
effect that a State member bank shall not 
invest trust funds in obligations or prop- 
erty of the bank, or of its directors, 
officers, or employees, or affiliated in- 
terests. This condition incorporates the 
fundamental principle recognized by your 
Association that a trustee shall not have 
any interest in the funds of a trust ex- 
cept as a fiduciary. 

Questions have been raised as to 
whether this condition prevents a bank 
from investing trust funds in obligations 
of a corporation with which the bank is 
remotely connected through some of its 
officers, directors, employees, or other- 
wise. The application of the condition in 
good faith is the primary responsibility 
of the board of directors of the member 
bank; and the condition precludes the 
investment of trust funds with remote 
affiliations only when the interest of the 
trust institution in them is such as might 
prejudice the judgment of its manage- 
ment in investing trust funds. 


SOUTHERN CALIFORNIANS 
prefer 
SECURITY-FIRST NATIONAL 
TRUST SERVICE 


* pecag published figures 
show that approximatel 
30% of all the court trusts ad- 
ministered by all corporate fidu- 
ciaries in California are entrusted 
with this Bank. 


In Southern California, which 
is the territory served by this 
Bank, it is estimated that 45.4% 
of all the court trusts handled in 
in this area by corporate fiduci- 
aries are with the Security-First 
National Bank. 

Eastern trust companies needing 
cooperation in ancillary proceed- 
ings may get for their customers 
the same quality and completeness 
of service which makes this the 
trust service so strongly favored 
locally. 


SECURITY- FIRST NATIONAL BANK 
—_ OF LOS ANGELES ain 


Resources Over $500,000,000 


Another condition of membership pre- 
scribed by the Board for State member 
banks is to the effect that they shall not 
deposit in their own banking depart- 
ments funds which they hold in trust 
unless they deposit with their trust de- 
partments securities in the same manner 
and to the same extent as is required of 
national banks exercising trust powers. 
This simply applies to State member 
banks a sound rule which Congress has 
prescribed for national banks. 

In some States trust funds deposited 
by a State banking institution in its own 
banking department are given a pre- 
ferred status in the event of the liquida- 
tion of the institution. As to such States 
the Board has recognized that the prefer- 
ence affords a protection comparable to 
that afforded by the deposit of securities, 
and has exempted State member banks in 
those States from the requirement of a 
deposit of securities. 


Commingling of Trust Funds 


Another condition prescribed for State 
banks exercising trust powers precludes 
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the investment of trust funds in partici- 


pations in pools of securities and requires 
that the investments of each trust shall 
be kept separate from those of all other 
trusts, except to a very limited extent 
under certain circumstances where the 
cash balances to the credit of trust 
estates are too small to be invested sep- 
arately to advantage. This condition is 
not an invention or creation of the Board 
but is based upon principles long estab- 
lished by the courts and very specifically 
stated in your Statement of Principles 
of Trust Institutions. 

It has been suggested that the Board 
should permit the investment of trust 
funds in pools of securities to a greater 
degree, in order to enable trust com- 
panies to provide better trust service to 
persons of smaller means. 

The mingling of the funds of different 
trusts is contrary to the laws and court 
decisions of most States; and the Board’s 
regulations cannot make such a practice 
lawful where it is in conflict with State 
law. However, in those States in which 
the collective investment of trust funds 


is permitted under certain conditions, the 
practice offers advantages in the invest- 
ment of the funds of small trusts which 
deserve careful and favorable considera- 
tion if it can be surrounded with safe- 
guards which will afford adequate pro- 
tection not only to the trust companies 
but also to the beneficiaries of the trust. 
However, there are difficult practical 
problems involved and there are serious 
dangers and temptations to be avoided 
and guarded against. How to surround 
the system with adequate safeguards 
without making it impractical to operate 
is a difficult problem which has not yet 
been solved. 

A Committee of your Division has been 
making a study of the problem and rep- 
resentatives of this Committee recently 
conferred informally with representa- 
tives of the Board. Before presenting a 
formal recommendation for the Board’s 
consideration, the Committee will make 
a further study of the matter with par- 
ticular reference to the safeguards which 
should be required if collective invest- 
ments of trust funds are to be permitted 
generally. It was apparent from our con- 
versations that the representatives of the 
Committee fully appreciated the difficul- 
ties involved and the need of providing 
safeguards to protect the beneficiaries of 
any trust funds which might be invested 
in this manner. I am sure that the Board 
will be glad to give open minded consid- 
eration to any recommendation which 
the American Bankers Association feels 
justified in making as a result of the 
study being made by your Committee. 

One of the difficult practical problems 
in the operation of a pool of investments 
of trust funds is how to keep the funds 
fully invested and how to turn the in- 
vestments into cash when that becomes 
necessary without having the trustee own 
a participation in the pool or buy from 
or sell to the pool. 


Proposal of Independent Investment 
Corporation 


As a possible means of meeting this 
problem I took the liberty during our 
recent conference of suggesting for the 
consideration of your Committee a rather 
nebulous idea which has been revolving 
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in my mind for several years. I have not 
had time to work it out and I am not 
prepared to recommend it; but I shall 
mention it, because some of you gentle- 
men may be able to work it out in a way 
which would be of genuine public service. 

It might be possible to create for this 
purpose a separate corporation to main- 
tain a pool of legal investments and to 
issue participations therein to trusts be- 
ing administered by various corporate 
fiduciaries in a given area. The most ap- 
propriate area would be a State, since 
legal investments vary from State to 
State. The corporation should not be an 
affiliate of or dominated by any one trust 
company and it would be better if none 
of the trust companies had any pecuniary 
interest in it. However, it might be man- 
aged or its investment policies directed 
by a board or committee consisting of 
representatives of the various trust com- 
panies in order to assure adherence to 
sound principles governing the invest- 
ment of trust funds. If the investments 
were limited to those which are legal 
investments for trust funds and if the 
corporation were placed under the super- 
vision of the State banking department, 
it ought to be easy to have its participa- 
tion certificates made legal investments 
for trust funds. 

If adequately capitalized and soundly 
managed, such an institution might pro. 
vide the desired means of providing bet- 
ter investments for small trust funds 
without the legal and practical difficulties 
involved in the operation of a pool of 
investments by the trustee institution 
itself. 


Current Revision of Board Regulations 

As you probably know a revision of 
the Board’s regulation governing the 
exercise of trust powers by national 
banks is now being prepared. In view of 
the Board’s broader authority over this 
subject, it naturally will cover a broader . 
field than the three standard conditions 
recently adopted for State banks ad- 
mitted to membership with trust depart- 
ments. However, I do not expect that 
they will undertake to regulate the exer- 
cise of trust powers by national banks in 
great detail. They probably will be con- 
fined to such matters as the procedure 
for obtaining and surrendering trust 
powers, the organization, supervision and 
management of trust departments and 
compliance with certain sound principles 
of trust administration similar to some 
of those contained in the Statement of 
Principles of Trust Institutions adopted 
by your Division in 1933. 

When the new regulations are issued, 
please do not judge them solely in the 
light of your own institution and your 
own problems. Please bear in mind that 
these regulations must apply alike to all 
national banks exercising trust powers; 
that the Board is confronted with the 
problem of numerous small trust depart- 
ments managed by men who are not espe- 
cially trained in trust work; and that 
the Board must consider such situations 
as well as the larger departments man- 
aged by men thoroughly trained in this 
specialized field. 

To the limited extent that the proposed 
new regulations contain restrictions and 
prohibitions, they are designed to pre- 
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vent trust departments of national banks 
from engaging in unsound and improper 
practices which are not imaginary but 
which actually have been discovered in 
some institutions. If soundly conceived 
and properly drawn and administered 
regulations of this character would have 
no effect on most trust institutions except 
to protect them against the small minor- 
ity of their competitors who might en- 
gage in the prohibited practices. Princi- 
ples of good business and good ethics 
would prevent most trust institutions 
from engaging in the prohibited practices 
even in the absence of regulations. 

However, it is a difficult problem to 
phrase regulations so as to prohibit un- 
sound and improper practices without 
interfering with the administration of 
trusts any more than is absolutely neces- 
sary to accomplish those purposes. 


Constructive Cooperation with Members 


Other provisions of the Board’s pro- 
posed new regulations which are more 
interesting, because they are of a con- 
structive instead of a restrictive nature, 


are those which are designed to require 
institutions entering the trust business 
to have the necessary organization and 
trained personnel to enable them to ren- 
der sound and efficient trust service. In 
connection with regulations of this kind 
the problem is to draft them in such a 
way as to accomplish the desired practical 
results without going one iota further 
into matters of detail than is absolutely 
necessary for that purpose. 

On both types of problems which I 
have mentioned those of us who are 
working on the new regulations can ob- 
tain the greatest help from those actively 
engaged in the management of trust 
departments. I am happy to be able to say 
that we have received very generous and 
constructive assistance on those prob- 
lems from representatives of your Divi- 
sion. 

As you probably know, the Board sub- 
mitted the tentative draft of the pro- 
posed new regulation governing the exer- 
cise of trust powers by national banks 
to the American Bankers Association and 
invited the Association to give the Board 
the benefit of its criticisms and sugges- 
tions. A committee representing the Asso- 
ciation met with representatives of the 
Board’s staff and had a free and full dis- 
cussion of the subject, after which the 
Committee formally submitted its sug- 
gestions to the Board in writing. This 
report is of a very constructive and help- 
ful nature and I am confident that the 
Board will adopt most of the suggestions 
contained therein when it adopts its new 
regulation. * * * 

But such cooperation should not be 
limited to the interchange of views be- 
tween the Board and committees repre- 
senting your Association. Any individual 
member bank desiring an explanation of 
any of the Board’s policies or the reasons 
therefor should feel free to take the mat- 
ter up with the Federal Reserve Agent of 
its district or with the Board in Wash- 
ington. Any member bank would render 
a real public service if it would suggest 
to the Board any means by which the 
work of the Federal Reserve System can 
be improved. The Federal Reserve Sys- 
tem is your System and it is to your in- 
terest and in the public interest to make 
it as useful and helpful as possible. 





Investing Trust Funds Today 


Address by ROBERT C. EFFINGER 
Vice-President, Irving Trust Company, New York City 


N DISCUSSING the investment of 

trust funds, under conditions prevail- 
ing today, many tempting approaches 
suggest themselves. Some of these are 
more interesting than useful; others are 
more useful than interesting, with the 
general tendency that the more interest- 
ing the treatment the less likely it is to 
be of practical value. * * * 

Perhaps the most generally held con- 
cept of the ideally invested trust is that 
of a trust entirely invested in highest 
grade, readily marketable, non-callable, 
long term bonds, acquired at prices which 
provide a fair rate of income as measured 
by the yields afforded by such securities 
in the past and those which appear likely 
to be afforded by such securities in the 
future. * * * 


Establishment of Specific Investment 
Objectives 


Some combination of investment secur- 
ities, acquired at prices deemed reason- 
able in the light of past and prospective 
developments, should be desirable for 
each individual trust under administra- 
tion. The more definite the formulation 
of ideas as to the combination of securi- 
ties desired and the prices at which they 
should be acquired, in the form of an in- 
vestment objective, the greater the prob- 
ability of ultimately obtaining such 
securities at those prices. * * * 

After the establishment of specific in- 
vestment objectives that are practically 
possible of attainment and designed in 
each case to carry out the specific intent 
of the creator of the trust, every invest- 
ment act, regardless of conditions pre- 
vailing at the time, should represent a 
step toward the accomplishment of the 
investment objective. 

At times, and particularly under un- 
usual conditions, these steps may appear 
to represent steps taken away from the 
straight line toward the established ob- 
jective, but a straight line seldom repre- 
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sents the most practical progression be- 
tween two points. If the two points are 
established, present position and ulti- 
mate goal, no undue concern need be felt 
because of the windings and detours 
necessary in the progress toward the 
ultimate objective. 


Investing Trust Funds Today 


With this approach to the investment 
of trust funds, today, as every day, at- 
tention should be primarily directed 
toward keeping ultimate objectives in 
view and making sure that each invest- . 
ment or change in investments represents 
a step toward the ultimate objective; 
with the further necessity today, as in 
all periods following a long sustained 
advance or decline in the prices of se- 
curities, and as in all periods where there 
is unusual recognition of the uncertain- 
ties of the future, of giving particular 
attention to avoiding the influence of 
the mass psychology of the moment. 

More specifically to suggest how trust 
funds should be invested today, the fol- 
lowing example of investing for one trust 
is offered: 


assuming that the concept of the ideally in- 
vested trust, held by those responsible for 
the investments of this trust, calls for all of 
the assets of a trust to be invested in read- 
ily marketable, highest grade, long term 
bonds, acquired at prices to give a fair re- 
turn in the light of the yields afforded by 
such bonds in the past, and yields which 
such bonds are likely to afford in the future; 
again assuming that in the particular trust 
under consideration the specific and ultimate 
investment objective, representing a modifi- 
cation of the ideally invested trust, calls for 
three-quarters of the trust fund to be in- 
vested in long term bonds, and one-quarter 
in standard dividend-paying common stocks, 
acquired at reasonable prices in the light of 
past and prospective developments; 

and further assuming that the assets of the 
trust under consideration now consist en- 
tirely of cash; 
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then, under current conditions, it is sug- 
gested that consideration be given to invest- 
ing the funds of this trust at current 
prices— 

25 per cent in readily marketable, highest 


grade, long term bonds, non-callable, or of 
the type least likely to be called, 


25 per cent in readily marketable, highest 
grade, intermediate term bonds, maturing 
in eight to ten years, 


35 per cent in readily marketable, highest 
grade, short term bonds or notes, matur- 
ing in three to five years, and 


15 per cent in standard dividend-paying 
common stocks; 

provided that in making such investments at 

current yields, undue hardship would not be 

imposed on income beneficiaries and such in- 

vestments did not appear to violate the in- 

tent of the creator of the trust. 


The principal reason for not suggest- 
ing the purchase at this time of all the 
high grade, long term bonds required to 
accomplish the ultimate investment ob- 
jective is that current prices of such se- 
curities are high and yields are corre- 
spondingly low as compared with those 
witnessed for a number of years past. 
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The principal reasons for suggesting 
the purchase at this time of part of the 
long term, high grade bonds required to 
satisfy the ultimate investment objec- 
tive is that it is not known what prices 
and yields of such bonds will be over the 
years to come, and it may be that in the 
next decade the present level of bond 
prices will be considered more or less 
normal and that no sustained break in 
prices will occur which will compensate 
for the loss of income suffered prior 
thereto if, in the interim, the funds are 
kept invested in short term securities. 

It must be remembered that for more 
than seventy years prior to 1914, bond 
yields in Great Britain approximated 
those currently witnessed in this coun- 
try and in Great Britain. Our federal 
government has the power to create and 
maintain conditions favorable to low in- 
terest rates, and self-interest of federal 
officials would appear to dictate that the 
level of rates be kept low in order to 
keep down the costs of debt service. The 
present and prospective volume of high 
grade bonds appears relatively small in 
terms of the present and prospective de- 
mand for such securities. Finally, the 
United States is no longer a debtor na- 
tion, and as a consequence, lower levels 
of interest rates are likely to prevail than 
was formerly the case when we were a 
debtor nation. 

The reason for suggesting the pur- 
chase of the highest grade intermediate 
term bonds is that they provide an in- 
come return almost equal to that afforded 
by longer term issues and with the pas- 
sage of time they progressively acquire a 
higher degree of price stability, thus en- 
abling subsequent selling without loss, 
or at a relatively small loss, in order to 
make additional purchases at apparently 
favorable prices of the classes of securi- 
ties ultimately desired. 

The short term securities suggested 
are to provide immediate relative price 
stability and therefore facilitate the tak- 
ing of any further steps in the near fu- 
ture toward the ultimate investment ob- 
jective. 

In the case of common stocks, argu- 
ments can be advanced for and against 
their purchase at this time. Those shares 
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which appear most attractive seem high- 
priced in terms of yields, price-earnings 
ratios and net tangible assets per share. 
On the other hand they are not unduly 
high in terms of the long term trend of 
such prices. Under these circumstances, 
the purchase at this time of a portion of 
the shares ultimately desired would seem 
to be warranted. * * * 

To introduce the question of inflation 
would be to introduce innumerable un- 
knowns and inject opinions which only 
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subsequent events can prove to have been 
beneficial or harmful to the interest of 
trust beneficiaries. Whether we are hav- 
ing or are to have inflation is today 
largely a matter of definition and opin- 
ion. If we have embarked or are to em- 
bark upon such a course, the effects will 
be determined largely by the type of in- 
flation and the extent to which it is car- 
ried, and concerning these no one today 
can speak with authority. 


New Tax Problems of the Trustee 


From Address by H. N. ANDREWS 


Chairman, Committee on Taxation, Trust Division, and Vice-President, Old Colony 
Trust Company, Boston. 


HANGES in the law, regulations, 

administrative interpretation and 
Court decisions render the general tax 
situation chaotic. Therefore, our fun- 
damental problem is not to prune the 
branches, but properly to treat the roots 
of our tax tree. We must, I believe, in- 
terest ourselves more actively in the 
general subject of taxation. 

“The right to tax is the right to de- 
stroy.” This adage is being brought 
more and more forcibly to our attention. 
With governmental outgo double its in- 
come, and consequent mounting debt, 
the immediate outlook is not bright. The 
two-edged sword of decreased income, on 
the one side, and increased taxes, on the 
other, is cutting a swath that will lead, 
if not to our destruction, to at least a 
temporary paralytic condition. 

You say, These are self-evident facts 
and truths. What can we do about it? 
If we and the rest of the country agree 
that the general tax situation is stifling 
or slowing up our economic progress, we 
have made considerable progress in the 
application of the remedy and the cure. 
If our citizens at large can see that this 
is not a “soak the rich problem” or a 
simple “share the wealth” matter, then 
the way is open to ameliorative action. 

I believe the greatest tax problem of 
trustees is to do all within their power 


vigorously to expound the unsoundness 
of the present spending and taxing pro- 
cedure of our various governmental au- 
thorities. One statistician states that 
taxes alone are more than the national 
food, rent, clothing and light bills com- 
bined. 

In appealing for his election in 1932 
the President said “Taxes are paid in the 
sweat of every man who labors, because 
they are a burden on production and can 
be paid only by production. If excessive, 
they are reflected in idle factories, tax- 
sold farms, and, hence, in hordes of the 
hungry tramping the streets and seeking 
jobs in vain. 

“Our workers may never see a tax bill, 
but they pay in deductions from wages, 
in increased cost of what they buy, or 
(as now) in broad cessation of employ- 
ment.” That hits the nail on the head 
and should be applied practically. 

The trustee is a conservator and ad- 
ministrator of property. Therefore, he 
is, perhaps above all others, interested 
in general taxation problems. These now 
are perhaps the most vital problems of 
government. Should we not affirmative- 
ly and more aggressively interest our- 
selves in them even though such a course 
may in the past have been considered ill- 
advised and an improper intrusion into 
a controversial subject? 
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Our Big Fundamental Tax Problem 


The trustee should combine with other 
custodians of property—the savings 
banks, the insurance companies, real es- 
tate representatives, the small property 
owners—who constitute the real stamina 
of the country and present a united front 
to the American public of the need for 
a return to a sounder spending basis. 
That is our big fundamental tax prob- 
lem. All others arise from it. Let us 
attack the problem at the roots. We 
cannot expect relief from irksome taxes, 
rules and regulations so long as the ur- 
gent demand for funds remains. 

Organized minorities control the action 
of our political representatives. Why 
should not the forty million holders of 
savings accounts, the eight million build- 
ing and loan association members, the 
sixty million holders of life insurance 
policies, and the over ten million home 
owners, who have a common interest in 


these tax matters, combine with trustees 


and other similarly interested citizens 


and demand a hearing? That I believe 
is not only their right, but their duty. 
Possibly it is a distasteful task, but never- 
theless it is apparently necessary. Such 
a combined group, or even a small num- 
ber of them, could give the required sup- 
port to the many well meaning politicians 
who have shown the courage and desire 
to work for a more conservative spending 
program. 


Broader Base of Income Tax Suggested 


A specific tax problem that I believe 
trustees should interest themselves in is 
a broader base of income tax. This may 
not be cherished by us personally; but 
economically it should be considered and 
I believe must eventually be adopted. One- 
half of the persons now filing Federal 
income tax returns pay no tax. Think of 
the enormous amount of time wasted in- 
making up and auditing these returns. In 
financial matters we must take our hats 
off to the British. They collect 40 per cent 
of their income taxes from incomes un- 
der $10,000. In 1934 we so collected but 
6 per cent of our income tax, although 
such persons returned 70 per cent of 
the income included in the returns. 
More tax must come from the larger 
number of smaller incomes. It cannot 
come from “soaking the rich.” There 
aren’t enough of them. If the govern- 
ment confiscated all taxable incomes of 
those receiving $10,000 a year or more 
they would only barely take care of one- 
half of the Federal government expen- 
ditures for one year. 

Two sources of revenue might logical- 
ly have our support (a) the abolishing 
of the favored tax status of government 
employees. Why should not this grow- 
ing class of citizens bear their pro- 
portion of the common burden, particu- 
larly when such a large proportion of 
tax receipts are being applied toward 
welfare relief; and (b) the abolishing of 
tax exempt securities. 

Another problem: Will some of our 
heavily taxed citizens leave the country 
or create trusts out of the country? We 
know that this is being done to some 
extent now. With most attractive induce- 
ments in either no income taxes or death 
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taxes or neither, or very low rates, now 
effective in some of our nearby coun- 
tries, is this liable to become a real 
problem? A bank representative from 
one such jurisdiction recently called upon 
me. He frankly stated that his bank was 
going into the trust business and he 
was on a tour of American cities to ob- 
tain what information he could. His 
jurisdiction levies no income or death 
taxes, and property taxes are very low. 
To a man who has, say, $10,000,000, our 
government says, “We want one-half of 
it when you die and the major part of 
your income while living.” That person 
would be called by the businessman a 
desirable customer to be at least reason- 
ably dealt with. Therefore from a pure- 
ly patriotic motive, are not we bound to 
see that the interests of the country are 
protected by equitable taxes? 

In this connection should we recom- 
mend the advisability of making provi- 
sions in our trust agreements so that 
beneficiaries by some method can change 
the trustee to some bank or trust com- 
pany in a foreign state or country Self- 
ishness would indicate not, but in what 
other way can beneficiaries be protected 
from possible confiscatory legislation? 


Caution 


May I add a few words of caution on 
a few practical problems. There are a 
number of trusts which may be consid- 
ered border line on the question as to 
whether they are revocable or irrevocable 
from the estate tax point of view. Don’t 
act too hastily in arriving at a conclusion. 


Some trusts of this type were created 
years ago when the law was not so re- 
strictive as it is today. Let some qualified 
attorney give you a legal opinion. That 
is a good procedure in all close or near 
close cases. It also relieves you from a . 
great responsibility. In accepting new 
trusts the customer should be advised to 
make the provision as clear cut as is pos- 
sible in this respect, particularly if tax 
savings are in mind. * * * 

A matter of importance but which af- 
fects fiduciaries is the application of the 
Federal Estate Tax to personal property, 
particularly securities, found in this 
country belonging to non-resident aliens. 
Revenue from that source is small, but 
the opportunity for desirable business 
both from the Government point of view 
and that of banks and trust companies is 
apparent. It would seem that such prop- 
erty might very well be exempted from 
taxation, as the present statute simply 
deters non-resident aliens from leaving 
their securities in this country. 

A subject which has been brought up 
from time to time and which is most 
important is the question of capital gains 
and losses. The past few years the Gov- 
ernment has received very little, if any, 
revenue from this source, and the tre- 
mendous amount of labor which is in- 
volved on this phase of our tax law would 
seem to warrant earnest consideration of 
the desirability of eliminating this pro- 
vision of the Federal Income Tax Law 
and adopting the English rule. 

On the question of taxibility of joint 
properties under the Federal Estate Tax 
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Law the per curiam decision of the U. 8S. 
Supreme Court on January 13, 1936, in 
the case of Cahn, Executor, vs. United 
States is a little confusing. What this 
case really decided was that so long as 
the 1918 Act did not specifically provide 
that its provisions with regard to tax- 
ability of joint property applied re- 
troactively, it cannot be held to apply to 
a joint tenancy created in 1910. The Law 
and Regulations at the present time are 
to the effect that joint property is taxable 
to the exent contributed to by the de- 
cedent. 

A tax problem of vital importance to 
large estates is evidenced by the Dor- 
rance case where New Jersey and Penn- 
sylvania are adamant in both claiming a 
heavy State inheritance tax with a grave 
question as to whether or not relief can 
be given by the Federal courts. Appar- 
ently a comparatively small sum spent 
during Mr. Dorrance’s life in obtaining 
an able legal opinion and obtaining ad- 
vice as to actual acts would have saved 
millions. 

Another major problem of trustees is 
the education of our customers as to the 
advantages of trusts from a tax point of 
view, i.e., the keeping of an estate intact 
through several generations rather than 
making outright distribution. The tax 
savings are in some cases enormous and, 
with right in the trustees to distribute 
principal as well as income, the disadvan- 
tages are small. 


New Taxes Possibility 


One of the new taxes which looms up 
as a near possibility is an inheritance 
and donee tax, i.e., a tax against the re- 
cipient of gifts in addition to the present 
tax assessable against estates and donors. 
How would such a tax affect trustees? 
It is another method of using capital for 
income obligations and that, of course, 
cannot continue for any great length of 
time. The answer must be worked out 
when the facts become known. . Levies 
upon legacies and gifts are now unrea- 
sonably disproportionate to other forms 
of taxes and are imposed upon an unpro- 
tected class. Death taxes are proper and 
desirable, but their exactions in the high- 
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er brackets are now of such a degree 
that it would seem probable that the 
courts would extend its protective arm 
against practical confiscation. 

Is our problem one of endorsing and 
working for the adoption of some par- 
ticular form of tax, such as a sales tax 
rather than the negative action of object- 
ing to some particular tax which affects 
conservation of estates. A short time ago 
the answer would have been quite unani- 
mously “no.” What should be our atti- 
tude today? It seems to me that we must 
take an active interest in an equitable 
taxing scheme and not simply lie back 
and consistently object. * * * 

Personally, I believe that some form of 
such a tax is very much more equitable 
and practicable than our major taxes, the 
ad valorem tax on real estate and income 
taxes. The objection has been that the 
humble citizen stands the burden. But 
how about the 30 to 40 per cent process- 
ing taxes, the 100 per cent cigarette tax, 
the 25-50 per cent gasoline tax? Would 
it not be more equitable to have a low 
rate on practically all commodities? The 
yield would be great, the administration 
costs small, the burden would not be on 
the poor, but would be on those who pur- 
chase the most, industry would be less 
hampered, tax litigation would be prac- 
tically nil, and technicalities would pass 
out the window. Political expediency 
seems to be the real objection. 

Before this convention meets again I 
believe we will see drastic changes for 
the better. Probably the biggest job then 
confronting the American people will be 
the tax problem. Let us be ready with 
well considered and unselfish recommen- 
dations for the greatest good to the 
greatest number. 


“When you wreck the banking institu- 
tions of this country, you wreck the busi- 
ness of this country, because the credits 
offered by the banking institutions touch 
every home, every fireside, and every busi- 
ness in the country. For that reason, I have 
always entertained an unutterable con- 
tempt for any man who would bring poli- 
tics into the consideration of banking 


legislation.” 
Senator Carter Glass. 
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Complementary Protection of Life Insurance 
and Trust Services 


Value and Objectives of Insurance Trusts Endorsed by 
Life Insurance Companies 


PART TWO 


Editor’s Note: Recognition of the natural spheres of service and facili- 
ties belonging to the life insurance company and to the trust institution, 
and staunch cooperation between these supplementary services has pro- 
vided increased public benefits of financial protection. To obtain the 
official views of leading life insurance companies of the United States 
and Canada, particularly after the readjustments of the past few years, 
Trust Companies Magazine invited expression as to the factors consid- 
ered decisive in recommending use of optional settlements or trust agree- 
ments, and as to policies and practices by which mutual opportunities 
may be further promoted. Thirteen life insurance companies were repre- 
sented in the initial symposium in the January issue. Following are 
statements from other leading companies: 


BANKERS LIFE COMPANY 
G. S. Nollen, President 


Under modern conditions, expert 
knowledge and experience in the invest- 
ment field are elements of paramount 
importance to a satisfactory solution of 
the investment problem. The experience 
of recent years has demonstrated clearly 
the hazards involved for the individual 
who depends upon personal judgment 
based on inadequate knowledge. The 
modern problem involves not only an 
intelligent choice of securities in the 
light of existing conditions, but also in- 
telligent, continuous supervision of an 
investment portfolio to avoid losses due 
to changing conditions. A security which 
gives every indication of being sound 
when purchased may nevertheless de- 
preciate in value because of unforeseen, 
unfavorable developments. 

In most instances, the beneficiaries 
under life insurance policies are not ex- 
perts in the investment field. In the main, 
such persons must depend upon the 
judgment of someone else in finding em- 
ployment for the policy proceeds, and 
only in rare instances are such persons 
in position to render intelligent service 
for themselves in watching the conditions 
which may later affect the investment 
values. The policyholder or beneficiary 
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under a modern life insurance policy may 
derive the benefit of expert investment 
service by taking advantage of any one 
of several settlement options which per-- 
mit leaving the funds with the life in- 
surance company. However, in many in- 


stances, circumstances are such that the 
desires of the investor can be met more 
effectively by establishing a personal 
trust fund involving personal ownership 
of specific securities. The most effective 
solution of such a problem is found in 
resorting to the use of the expert service 
offered by the well established trust com- 
panies. That service is impartial in 
character, gives the advantage of perma- 
nence, and is so flexible that any desired 
arrangements can be made, including the 
use of discretionary powers if such are 
required. 

The owner of a life insurance policy 
should arrange for the proper use of any 
funds which become payable under the 
contract. His problem involves not only 
furnishing an adequate estate for his 
family in case of his death, but also the 
satisfactory administration of such an 
estate whether large or small. The pri- 
mary function of the life insurance com- 
pany is to furnish the insurance protec- 
tion; the primary function of the trust 
company is to give expert administration 
of investments in accordance with the 
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desires of the investor. Those services 
complement each other and are both im- 
portant factors in meeting the needs of 
modern life. 


THE EQUITABLE LIFE ASSURANCE 
SOCIETY OF THE UNITED STATES 


Thomas I. Parkinson, President 


We see nothing in the last five years to 
change the expression of opinion that we 
gave at the time the insurance trust 
bulletin was issued in 1931. [Following 
are Mr. Parkinson’s remarks in 1931.] 


In my judgment no little part of the 
great expansion in life insurance in 
recent years has been due to a better 
understanding on the part of the public 
of what life insurance is and what it 
can do. In that improved knowledge the 
trust companies have played an impor- 
tant part. The fact that trust company 
executives have so widely endorsed life 
insurance has undoubtedly had a definite 
influence on the attitude of the insurance 
buying public. I am therefore glad of 
the opportunity to express recognition of 
the service to the trust companies, and 
to state that I think trust companies, 
acting as friendly cooperators, are in a 
position to render in many cases a splen- 
did service to the buyer of life insurance. 


While it is true that the life insurance 
company can extend its service long after 
the policyholder himself is dead, it so 
happens that in many instances a local 
trust company in intimate contact with 
the man’s affairs can render a form of 
discretionary service, which the life in- 
surance company may not consider it 
appropriate to undertake. In such cases 
our agency staff is quite universally dis- 
posed to turn to the trust company, and 
to endorse the making of a life insurance 
trust. 


I believe that the trust company has 
a special opportunity in respect to busi- 
ness insurance contracts. In many cases 
the payment of the life insurance pro- 
ceeds at the death of an important execu- 
tive calls for the adjustment of many 
unsettled matters and the execution of 
many necessary papers. In such cases the 
services of a trust company are of excep- 
tional value. 
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JOHN HANCOCK MUTUAL LIFE 
INSURANCE COMPANY 
Guy W. Cox, President 


In 1925, as General Counsel of the 
John Hancock Mutual Life Insurance 
Company, I delivered an address in- 
tended to indicate to the field forces of 
the Company the course it would take in 
regard to option settlements under life 
insurance policies and life insurance 
trusts to be administered by Banks and 
Trust Companies. 


The conclusion of the whole matter was 
that the cooperation of this Company in 
effecting insurance trusts, rather than 
competition, should be the standard of 
conduct. It was stated that it was the 
business of life companies to create 
funds for estates, not to administer them 
under wills or trusts, and to this end we 
would cooperate with corporate trustees 
in all cases where the settlement of a 
policy was not to be carried out in some 
way, necessarily the function of the life 
company, as in the case of payments in 
some form of annuity, either limited or 
for life; that insurance was a collective 
matter and could not be local with safety, 
the trust was individual and was prefer- 
ably local; that it was evident that there 
would be an increasing number of cases 
where the insurance trust would be re- 
quired instead of the option settlement, 
and active cooperation with local banks 
and trust companies in such cases to the 
end that they would administer the estate 
created by life insurance would bring 
the best results; in that way, at least, we 
would render the best service to the in- 
sured, to the Company and to the com- 
munity. 

This course of action was approved by 
the Company at that time and has been 
followed ever since. 


LIFE INSURANCE COMPANY OF 
VIRGINIA 
Bradford H. Walker, President 


Thoughtful policyholders are realizing 
more clearly than ever the advisability 
of avoiding lump sum payments of in- 
surance. Requests for lengthy and com- 
plicated modes of settlement are increas- 
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tials and comforts after you have ceased to earn 
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ing. It is apparent from the sometimes 
elaborate programs outlined in such re- 
quests that fiduciary services are desired. 
Just as the insurance company is needed 
to create the insurance estate so the trust 
company frequently is needed to manage 
the larger estates requiring the flexi- 
bility of trusts. These two institutions 
cooperate best when they inform the pub- 
lic of their supplementary services. 

A factor to be given weight in decid- 
ing between a life insurance trust and 
a settlement option is the advantage of 
adaptability to contingencies. However 
comprehensive the settlement option may 
be, only a life insurance trust can pro- 
vide expert discretion in the unexpected 
contingency. For example, the marriage 
of beneficiaries or their abandonment of 
a proposed educational program provid- 
ing payments on certain dates are con- 
tingencies that cannot be met adequately 
by the purely contractual means of a 
mode of settlement with a company that 
may not act as trustee. Other advantages 
of the insurance trust are the highly 


specialized and expert services of a trust 
company which is qualified by its knowl- 
edge of local conditions to exercise dis- 
cretionary powers more intelligently. 

This company welcomes the coopera- 
tion between trust companies and insur- 
ance salesmen whereby the public may 
receive the best possible service in the 
protection and use of the insurance 
estate. 


THE MUTUAL BENEFIT LIFE 
INSURANCE COMPANY 
John R. Hardin, President 


I have pleasure in assuring you of the 
friendly attitude of this company toward 
life insurance trusts administered by 
trust companies and banks. 

This company for many years has 
offered, and will continue to offer, to its 
policyholders as a service privilege, direct 
contracts or settlement options, where- 
under proceeds of policies may be left 
with the company for administration and 
distribution under stated conditions. We 
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realize, however, that the service referred 
to is limited in its scope and leaves a 
legitimate field for so-called “life insur- 
ance trusts” under the management of 
trust companies or banks. The creation 
of trusts of this type, whether for the 
purpose of assuring the payment of pre- 
miums, or for the administration and 
distribution of the proceeds of life in- 
surance policies, or both, has had our 
cooperation. That cooperation extends to 
suggestions, when asked for, as to the 
contents and form of the trust agree- 
ments. 

Undoubtedly the activities of trust 
companies and banks, in the promotion 
of “life insurance trusts,” have increased 
the public knowledge of the uses of in- 
surance in the solution of family and 
business problems, and have been influ- 
ential, with advantage to insured and 
insurer, in the writing of large volumes 
of insurance. 


NEW ENGLAND MUTUAL LIFE 
INSURANCE COMPANY 


George W. Smith, President 


Policyholders today are blessed with 
two safe methods of arranging for the 
distribution of the proceeds of life in- 
surance policies in the form of income. 
They are (1) through the life insurance 
companies under the options of settle- 
ment offered in the policies; (2) through 
the trust companies by setting up a life 
insurance trust. The process by which 
lump sums can be turned into income 
payments is comparatively simple in both 
cases, and the details need not be dis- 
cussed here. But the relative advantages 
of the two services, while equally definite, 
should be more generally understood. 

The settlement options in a policy give 
the best service to the recipient of its 
proceeds when it is desired to have a 
straightforward, guaranteed series of 
definite payments, as nearly free from 
the impact of contingencies as possible. 
The principal and the income are guar- 
anteed under options which may be 
selected, but it is possible also to leave 
the proceeds with the company under a 
guaranteed rate of interest which may 
be increased from excess interest earn- 
ings. 
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Payments of a certain fixed sum for a 
term of years or for life make the ideal 
form of settlement through a life insur- 
ance company. Provision may even be 
made for the withdrawal of portions of 
the capital sum to meet sporadic and un- 
predictable needs. All of these services 
are given freely, and the life insurance 
company guarantees the preservation of 
the capital left in its care, plus the 
largest earnings therefrom that good 
management can secure. 

It is an explicit, intelligible proposi- 
tion with definite safeguards and equally 
definite benefits. But when the policy- 
holder wishes to go much beyond this 
stage, he would subject the company to 
an expensive form of service which is not 
quite “nominated in the bond.” 

On the other hand, the insurance trust 
furnishes an unlimited field for discre- 
tionary disbursement of the. proceeds. 
The life insurance trust meets the re- 
quirements of a group of policyholders 
whose circumstances are likely to be 
quite different from those who can use 
the settlement options of a life insurance 
company to the best advantage. The most 
important difference is the fact that an 
unlimited field for discretionary judg- 
ment exists. Where the exercise of such 
discretion is desirable (as it very fre- 
quently is), the trust company service is 
not only better, but is the only one to use. 
The discharge of complicated settlements 
and entails is strictly the function of the 
trust officer. He is in a position to give 
that personal study and care to each 
trust fund that are necessary to insure 
the best service. There is no substitute 
for his work,—a work that is entirely 
outside the scope of the life insurance 
company. 

Under an insurance trust there is no 
guarantee as to the preservation of the 
principal or the size of the interest. But 
for large policies which become integral 
parts of general estates, the trust com- 
pany gives a service that the life insur- 
ance company cannot offer. 

Then, in addition, there is the special 
function of the trust company with re- 
gard to business life insurance trusts. 
Today the help of the trust company is a 
practical necessity. The death of the pro- 
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prietor or responsible head of a business 
involves special treatment if its continu- 
ance is to be assured. The interests of the 
insured’s dependents and the dislocation 
of the business itself require the most 
careful study and individual considera- 
tion. A trust company is in a position to 
protect against the most important con- 
tingencies by a properly drawn trust 
deed. 

Speaking generally, then, the services 
of insurance companies and trust com- 
panies, in connection with the liquida- 
tion of the proceeds of policies, supple- 
ment and complement each other. They 
are not mutually exclusive; on the con- 
trary, they dovetail, and a combination 
of their characteristic types of service 
is often the highest wisdom. 


NORTHWESTERN MUTUAL LIFE 
INSURANCE COMPANY 


M. J. Cleary, President 


The service of life insurance is incom- 
plete unless provision is made for the 
conservation and administration of the 
proceeds of policies at the death of the 
insured. The life insurance companies 
have recognized this fact for more than 
three decades. Through the establish- 
ment of the various types of income set- 
tlements, they have provided an invalu- 
able service to thousands of beneficiaries 
and policyholders. 


There has been increasing recognition, 
however, that in numerous instances the 
incomes settlement plans provided in the 
life insurance contract can not meet all 
individual needs. In many of these cases, 
particularly where the exercise of dis- 
cretionary powers is desired, the life in- 
surance trust has proved that it can ren- 
der a needed and valuable service to the 
policyholder and to his beneficiaries. 


The Northwestern Mutual Life Insur- 
ance Company has always been glad to 
recognize the value of life insurance 
trusts administered by the numerous 
responsible trust companies throughout 
the nation, and to express the hope that 
these institutions and their service may 
grow to the benefit of policyholder, insur- 
ance company, and trust company. 
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THE PACIFIC MUTUAL LIFE INSUR- 
ANCE COMPANY OF CALIFORNIA 
George I. Cochran, Chairman 


The real problem of life for the indi- 
vidual is maintenance of income and this 
is particularly true in the case of bene- 
ficiaries under estate distributions either 
in the form of life insurance funds or 
other property or security values. The 
care of funds, including investments 
thereof, is dependent upon expert judg- 
ment and the average individual is a so- 
called part-time investor with little skill 
in this direction and this is true even 
more so in the case of women and young 
people who usually have little business 
experience. 

Therefore, the service rendered by life 
insurance companies under the income 
provisions of their policies, whereunder 
proceeds are retained at a guaranteed 
rate of interest and distribution of in- . 
terest only, or both principal and interest 
in periodical payments (monthly, quar- 
terly, semi-annually or annually) for a 
number of years certain or for life, is 
fulfilling a real social service of a high 
order. 

The service rendered by trust com- 
panies in the conservation of estates and 
the management of properties is also a 
real social service of a high order. There 
is a community of interest between the 
life insurance companies and the trust 
companies in serving the public in the 
matter of conservation of and the crea- 
tion of wealth. 

It is not desirable to attempt to deline- 
ate between the two services as each 
individual’s problem is subject to special 
consideration but in many cases both 
types of service apply in proper propor- 
tions. 

The splendid cooperation existing be- 
tween these two types of institutions 
should continue in an ever increasing 
degree. 


Wayne Chatfield Taylor of Illinois was 
inducted into office February 19, as Assist- 
ant Secretary of the Treasury. Secretary 
Morgenthau announced that Mr. Taylor 
had been designated Fiscal Assistant Sec- 
retary to assist in matters connected with 
the monetary stocks of gold and silver. 
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I; is well sometimes to remind ourselves 


that the Federal Reserve System—and all 
the excellent safeguards and facilities it 
provides—is based upon the individual 
strength of each member bank and the 
measure of public service which all banks 
large and small are, collectively, so well 
equipped to render. 


This institution takes pride in the share 
it has contributed for more than a century 
and a quarter toward achieving the goal of 
a sound and efficient banking system. 


--- THE... 
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The Layman’s View of the Trust Department 


Interviews with Business and Professional Men and Women 


Editor’s Note: 


To determine, at first hand and under circum- 


stances permitting of full frankness, what some of the typical business 
and professional people of means think of trust department work, mem- 
bers of the staff of TRusT Companies Magazine have initiated a series 
of interviews which will be reported anonymously in this and succeed- 


ing issues of the magazine. 


It is the purpose of these interviews to 


provide an unabridged commentary on the questions, doubts and criti- . 
cisms which trust officials must answer if many of their prospects are 
to repose full confidence in them and make adequate use of trust serv- 
ices. This is the second of the series which commenced in the January 


issue. 


Interview No. 2 


Mrs. B. is a successful business wo- 
man in her own right, being an officer 
and director of an internationally-known 
organization. She is married and has 
one son now in college, and is a leader 
in civic and charitable work. Her an- 
cestors have been Americans for many 
generations, sometimes well-to-do, some- 
times not. 

The chief interest of herself and her 
husband in trust department services is 
to enable the son to exercise free choice 
in the selection of a life work, without 
being confined to those fields of activity 
in which there are possibilities of sizable 
monetary reward. They feel that there 
is much useful work to be done in serv- 
ices where the compensation is nominal 
and which call for conscientious interest 
and freedom from financial worries. 

In her charitable activities she has 
come in contact with many phases of the 
use of wealth, and has seen the dangers 
to which women of substantial property, 
particularly widows, are exposed. Glib 
and dapper young men, with a talent for 
salesmanship or soliciting donations, are 
one of the more potent of these dangers 
to the unsuspecting. Mrs. B. has also 
been impressed with the frequent lack 
of knowledge of trust officers regarding 
the functions and objectives of some 
worthy charitable organizations, and suf- 
ficient information as to their relative 
worthiness to be able to advise clients 
seeking suggestions. 
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There is a tremendous amount of talk 
and discussion about trust companies 
and banks in fashionable social circles, 
and particularly about trusts, the latter — 
subject having become quite a favorite 
topic of conversation in the last few 
years. Formerly, much of the comment 
was by way of telling how much better 
the narrator could have done in manag- 
ing the fund than was done by the trust 
company. The tone has changed consider- 
ably in recent times, probably as the 
speculative bubbles burst one after the 
other. There are still many women who 
cannot accustom themselves, however, to 
thinking in terms of income at less than 
6%, and feel that the trustee is neglect- 
ing their trust when they get less. 

The character of the board of directors 
is a very important consideration to Mrs. 
B., who finds it difficult to establish a 
sound basis for choosing the particular 
fiduciary in whom to place such responsi- 
bility, “especially as they all have so 
much the same functions’, and as the 
officers are the main ones concerned with 
the actual administration. She has been 
most favorably impressed by the more 
forceful and energetic trust officials who 
are able to answer some of her practical 
problems in estate conservation and ad- 
ministrative policy, and felt that some 
of the bank officers in social circles were 
more concerned with giving an impres- 
sion of geniality and conservatism than 
of aggressive ability in the technique of 





198 


estate protection. One serious concern 
was as to whether, having chosen an in- 
stitution as having a high character of 
management, that same type of manage- 
ment would be continued for the dura- 
tion of the trust. To guard against this 
as far as possible, she considered it 
necessary, and was so advised by a num- 
ber of friends, to include in the trust in- 
strument a provision for changing the 
corporate trustees. Mrs. B. had read the 
salary list of bank and trust officers, pub- 
lished under the S. E. C., and wondered 
how able men could be attracted to trust 
work when so few made “executive” sal- 
aries. 

There are a number of questions of 
interest to a family of means, and she 
feels that trust companies would do well 
to give out information about them. 
For example, how are trust investments 
handled and by whom; what is the pro- 
tection that differentiates trust from 
bank funds; what must be done to avoid 
conflict of taxation at two different dom- 
iciles; at what age, or ages, should a son 
or daughter receive the trust fund? 

(Trust Companies Magazine will welcome construc- 


tive, factual response from trust officials, confined to 
any one of the questions raised.) 


F H A Mortgage Discount 


Federal Housing Administrator McDon- 
ald has announced agreement with the R. 
F. C. Mortgage Co. whereby the Company 
will act as a bank of discount for the F. H. 
A. insured mortgages, and will purchase 
such mortgages from original mortgagees 
for the unpaid principal amount less % of 
1%, plus accrued interest, where the mort- 
gagee agrees to continue servicing them, 
* * * and will enter into agreements to pur- 
chase such mortgages as the FHA has exe- 
cuted a firm commitment to insure when 
executed the notes or bonds secured by the 
mortgages. Only such mortgages as will 
yield it a 44%4% net return will be purchased 
by the Company, and it is further provided 
that they will be available for sale to ap- 
proved mortgagees desiring to acquire them 
for their portfolios. 
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Bank Offers Law Student Prizes 
In Fiduciary Problems 


Senior students in the law college at the 
University of Arizona have been offered cash 
prizes by the Valley National Bank of Tuc- 
son, it was announced yesterday by Dean 
Samuel M. Fegtly. The offer has been ap- 
proved by Dr. H. L.. Shantz, president of 
the institution, and by the special gifts 
committee of the university. It will become 
effective for the first time at the end of this 
semester and prior to graduation of the sen- 
iors in law. 


Dean Fegtly stated yesterday that “I and 
the entire law college faculty are happy to 
announce this generous offer on the part of 
the Valley National bank. We expect it will 
stimulate interest on the part of law stu- 
dents in that particular field of law and 
legal practice on which the awards will be 
made each year.” 


The Valley National bank, it was stated 
by Phil J. Munch, assistant trust officer and 
a graduate of the university law college in 
1929, desires to “stimulate among students 
of the law college an especial interest in 
law of trusts and administration of trust 
affairs by the corporate fiduciary. To this 
end the bank has decided to offer senior law 
student graduates each year at the univer- 
sity two prizes. The first will be for $50 and 
the second for $25.” 


During the semester special problems in 
law trusts and trust affairs will be studied 
by the students and at the end of the year 
contestants will draft a letter and an in- 
strument in answer to an estate problem 
which will be presented by the Valley bank’s 
trust department, Judges will be selected by 
the bank and on their decision will rest the 
selection of the first and second best letters 
and instruments which will win their writers 
the two prizes. 


This is the second time only that a special 
prize offer has been made to law college 
men, although many prizes are given in 
other colleges of the university. Years ago, 
for the first time, a Phoenix trust company 
set up a prize offer which was in force only 
a short time and then discontinued. The 
present Valley prizes will continue from 
year to year. 


From Arizona Daily Star, Tucson, February 1, 1986. 





A Century of Trusteeship—History of Trust 
Powers 100 Years Old 


On February 25th, 1936, The Penn- 
sylvania Company for Insurances on 
Lives and Granting Annuities will cele- 
brate the one hundredth anniversary of 
its entrance into the trust business. The 
activities of the Company for twenty- 
four years following incorporation in 
1812, were limited to insuring lives and 
selling annuities. However, the great 
success in India of “Agency Houses”, 
which transacted business for trustees 
or individuals and administered estates, 
attracted the attention of the Company’s 
directors as early as 1827. Nine years 
later, on February 25th, 1836, an official 
supplement to the original charter was 
obtained whereby The Pennsylvania 
Company was authorized to enter the 
business of executing trusts. This new 
privilege greatly widened the usefulness 
of the Company in every way and fullest 
powers were accorded for carrying on 
trust business as it is known today. 
Under the terms of the supplement, the 
Company was permitted to receive prop- 
erty, real and personal, in trust, and to 
accept trusts of every description, while 
the courts were permitted to appoint the 
Company to the offices of trustee, assig- 
nee, guardian and committee. 

The first trust estate recorded on the 
Company’s books after its powers were 
thus enlarged was on June 15th, 1838 
when The Pennsylvania Company was 
appointed by the Supreme Court of 
Pennsylvania, as Trustee of 
the Estate of Allen Arm- 
strong, and in such capac- 
ity entered upon the care 
and management of two 
properties at Numbers 5 
and 5% North Second 
Street, Philadelphia, and 
one ground rent of £12 per 
annum. The first record of 
a personal property trust 
occurred on October 2nd, 
1838, when a William T. 
Altree of Pittsburgh, de- 
posited $460 in trust to be 
withdrawn at his will. 

The growth of trust busi- 


199 


ness was gradual for a decade or two, but 
as the intrinsic value of trust services be- 
came more generally recognized, the busi- 
ness began to show remarkable increases 
until at the present time The Pennsyl- 
vania Company acts in a fiduciary ca- 
pacity for $874,539,000 of personal trust 
funds. 4 

The first corporation trust accepted 
by the Company was made by the Cleve- 
land and Mahoning Railroad Company on 
May 10th, 1855 and consisted of 5,000 
shares of the Pennsylvania and Ohio 
Canal Company, which were assigned in 
trust to pay the principal and interest 
of the mortgage debt of the Cleveland 
and Mahoning Company. The compensa- 
tion of The Pennsylvania Company, by 
agreement with the Railroad Company, 
was based upon the dividends declared 
upon the stock held as security for the 
issue, and at the termination of the 
trust, when the bonds matured, it was 
agreed that the trust company should 
receive for its services 1% of the mar- 
ket value of the stock. 

From this small beginning the cor- 
porate trust business of The Pennsyl- 
vania Company has increased to $1,727,- 
642,000. 

Coincident with the inception of trust 
business, the activities of the Company 
in life insurance and granting annuities 
declined and were finally discontinued 
entirely after 1872. As a consequence, 

the business of the Com- 
pany today is limited to 
banking, trust and safe de- 
posit. Total assets of the 
institution now amount to 
$254,398,000 as compared 
with $758,000 one hundred 
years ago. 

Aside from its historical 
significance, the centennial 
anniversary of this Com- 
pany’s entrance into the 
trust business serves to 
direct attention to a record 
of successful achievement 


in fiduciary management 


PRESIDENT C. S. NEWHALL Which must be stimulating 


(continued on page 200) 





Constitution of New Federal Reserve Board 


With the recent appointment of the new 
Board of Governors of the Federal Reserve 
Board, enlarged “central banking” powers 
have been put in operation, the new board 
assuming a dominant position, in conjunc- 
tion with the Treasury Department, over 
national credit policy. The new Board, oper- 
ating under the enlarged powers granted in 
the Banking Act of 1935 and designated as 
the “Supreme Court of Finance,” will exer- 
cise the greater authority over banking and 
credit ever vested in a Federal Agency. 

Marriner S. Eccles, governor of the old 
board, has been appointed by President 
Roosevelt as chairman of the new board. 
M. S. Szymczak, former professor of Busi- 
ness Administration and Economics at De 
Pauw University and Controller of Chicago, 
is the only other member retained from the 
old board. It is understood that selection 
of the new governors was made with the 
close co-operation of Senators Glass and 
Buckley of the Senate Banking Committee. 

Ronald Ransom, executive vice-president 
of the Fulton National Bank of Atlanta, 
Georgia, chosen for the six-year term as 
one of the seven new board governors, 
brings to his post not only a fine record of 
banking experience, but also a background 
of legal and fiduciary knowledge. The trust 
fraternity is deservedly recognized by the 
appointment of Mr. Ransom, who was vice- 
president and trust officer of the Fulton 
National Bank from 1922 until elected 
executive vice-president where he still re- 
tained general supervision over the trust as 
well as banking departments of the bank. 
He also served several years as a member 
of the committee on co-operation with the 
Bar of the Trust Division of 
the American Bankers Asso- 
ciation, having been counsel 
for the Fulton National since 
its organization, in which 
capacity he was directly re- 
sponsible for the development 
and conduct of the trust de- 
partment. 

Joseph A. Broderick, who 
served with distinction as 
Superintendent of Banks of 
New York State under Gov- 
ernor Roosevelt, was ap- 
pointed for fourteen years, 
the longest term under the 
system of rotating with a 
new member each two years. 
He also brings to the Board 
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a record of fiduciary service, having been 
auditor of a New York trust company prior 
to his appointment as Superintendent of 
Banks. 

Other members of the newly-constituted 
Board are John McKee of Ohio, former 
examiner of the R. F. C. in charge of bank 
reorganizations and since 1933 chief of the 
Corporation’s examining division, for the 
ten-year term; Ralph W. Morison, former 
public utility and business executive of San 
Antonio, Texas, and known as a “hard- 
money” man, who will serve two years. The 
seventh governor has not yet been ap- 
pointed. 

Announcement is made that Charles S. 
Hamlin, first governor of the Federal Re- 
serve, will serve the new Board as special 
counsel. J. J. Thomas of Nebraska, another 
member of the former board, has been des- 
ignated as chairman and Reserve Agent of 
the Federal Reserve Bank at Kansas City. 


A Century of Trusteeship 
(continued from page 199) 

to all who adhere to the highest concep- 
tion of duty and honesty in the adminis- 
tration of trust company affairs. The wis- 
dom and unyielding conservatism which 
characterized the executive management 
of The Pennsylvania Company from its 
inception to the present day, likewise 
afford an inspiring object lesson which 
cannot be too strongly impressed upon 
all financial institutions or individuals 
acting as stewards for 
the property or wealth 
of other people. The steady 
growth and the enormous 
volume of fiduciary busi- 
ness now administered by 
this Company forcibly em- 
phasize the basic princi- 
ples of financial stability, 
superior service and per- 
petuity of corporate exist- 
ence which render the trust 
company free from the ills 
and uncertainties that at- 
tend the execution or ad- 
ministration of trusts by 
individuals. 





Equities as Trust Protection Against Inflation 


Leland Stanford Trustees Investment Petition 


IKE an echo of the composite diffi- 
culties of corporate fiduciaries oper- 
ating under severe investment restric- 
tions, comes the petition of the trustees 
of one of America’s great universities, 
Leland Stanford, for court permission to 
extend their investment powers to include 
purchase of equities. 

The unprecedented easy money condi- 
tions and governmental forcing of dras- 
tically lower interest rates, and on the 
other hand the increasing opportunities 
for inflation combine to create reduced 
investment return and to threaten seri- 
ous invasion of principal values of bonds. 
The Stanford trustees have seen the aver- 
age rate on their investments decline 
from 4.89% in 1928 to 3.95% in 1935, 
with refunding of maturing securities 
now averaging well under the latter rate. 


Text of Testimony 


In petitioning the Superior Court at 
San Jose, California, this month, ex- 
President of the United States, Herbert 
Hoover, as a trustee of the University, 
testified : 

“The trustees of Stanford University, 
in consequence of certain financial policies, 
are now confronted with a grave problem 
in the investments of the university endow- 
ment. That problem is the possible protec- 
tion of the endowment by investment of the 
funds in equities such as common stocks and 
real estate instead of exclusively. in bonds 
and mortgages as hitherto. 

“The trustees of sister universities over 
the country are many of them already tak- 
ing action to protect their endowments by 
investment of at least part of their funds 
in equities. The trustees of Stanford are in 
need of some clarification of these powers 
to make such investments. 

“The problem has only recently arisen. 
For 50 years both prudence and wisdom 
have caused the trustees to invest the en- 
dowment, now amounting to some $24,000,- 
000, in seasoned bonds and first mortgages. 

“Not only has the original endowment 
been maintained intact but, entirely aside 
from new gifts, the trustees have by wise 
investments increased the capital. Common 


stocks or real estate or other equities have 
not been purchased, because of the greater 
risks involved. 

“The devaluation of the dollar, the wide- 
spread bank credit inflation and the possi- 
ble menace of currency inflation are the 
new factors with which the trustees must 
deal. The theory of the devaluation of the 
dollar is that it will increase prices of com- 
modities, thus causing a rise in the cost of 
living and necessitating an increase of 
salaries. 

“The theory also implies a transfer of 
values from the bondholder to the common 
stockholder. The practical effect should be 
to increase the cost of operating the institu- 
tion. In such case, if our income is to re- 
main fixed, we shall need either to employ 
less faculty or reduce the range of instruc- 
tion or reduce the number of students. 

“The bank credit inflation is a factor in- 
dependent of devaluation and has already 
caused a large drop in interest rates. Many 
of our bonds are being called and equivalent 
investment can only be secured at lower 
rates. 

“More than two-thirds of our investments 
are subject to call or mature in the next 
five years, and if these interest rates con- 
tinue we shall probably lose about one- 
fourth of our endowment income. This 
would again necessitate reducing the serv- 
ice which our institution gives to youth, 
even were devaluation not in action. 

“The question of currency inflation is 
one of constant discussion in Government 
and the press, and, while not at the moment 
more than a menace, it is one which cau- 
tious trusteeship should be in position to 
meet. The record of similar institutions in 
Europe under currency inflation is before 
us, where their endowments are largely 
wiped out. 

“Experience in similar occasions shows 
that common stocks and real estate and 
other equities ultimately rise in value some- 
what in proportion to the increase of de- 
valuation or inflation. While common stocks, 
real estate and other equities are subject to 
risk, yet this may be the lesser risk than 
bonds and mortgages. , 

“The gravity of the matter is clear when 
we remember that Stanford has trained 
over 15,000 youths, a large part of them 
without means of their own, and that a 
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community of nearly 10,000 people are 
largely dependent upon the institution. 
“Whatever view we take of the situation, 
the trustees should have the freedom to 
protect the endowment as best they can.” 


MARK SULLIVAN ON INFLATION 


PROSPECT 


In a recent syndicated article of New 
York Tribune Inc., Mark Sullivan, fi- 
nancial commentator, referring to the 
Stanford trustees’ action and to the re- 
cent Illinois probate court decision on 
the same subject, cites pertinent fac- 
tors making for or controlling inflation 
trends: 

“These steps are typical of actions which 
are being taken everywhere by men ex- 
perienced in the management of large 
funds. The steps are being taken or con- 
sidered by trustees of colleges, libraries, 
hospitals and the like; by directors of trust 
companies and insurance companies and 
by private individuals. In some cases the 
step requires sanctions by the courts, in 
others not. * * * 

“To what extent is the apprehension of 
inflation justified? The principal cause of 
inflation, if it comes, will be excessive gov- 
ernment expenditure. It will be excess of 
what the government pays out above what 
it takes in. This excess, or deficit, is paid 
with borrowed money. Each dollar thus 
borrowed by the government has the effect 
of taking a tiny fraction off the purchas- 
ing power of all other dollars in the pockets 
of individuals, in the pay envelopes of 
workers, in the treasuries of life insurance 
companies or elsewhere. Government bor- 
rowing under present conditions is some- 
what like watering the milk. 

“The question is, how long will the Ad- 
ministration go on paying out more money 
than it takes in and borrowing to pay the 
deficit? Under certain conditions the gov- 
ernment could go on for a considerable 
time without necessarily causing serious 
inflation. As conservative Harvard pro- 
fessor and experienced fiscal expert, O. M. 
W. Sprague said the other day, the United 
States could bear a national debt of ten 
billions more than it now bears—provided 
it were certain the borrowing would end at 
that point. The proviso is important. If 
the borrowing were tapering off, if each 
successive year’s deficit were becoming 
smaller, there would be little fear of in- 
flation. * * * 
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“It is only future borrowing in large 
quantities that would cause trustees of in- 
stitutions to change their funds from 
bonds and mortgages to stocks and land. 
Whether there will be large future bor- 
rowing is the real question.” 


Investment Side of Financial 
Stewardship 


From recent address by Arthur M. Col- 
lins, President, Phoenix Mutual Life Insur- 
ance Company. 

The trend of investments from period 
to period is an accurate picture of the 
economic development of this country. 
Life insurance funds naturally flow 
where they can be most usefully em- 
ployed with safety and reasonable inter- 
est return and have played an important 
role in the financing of homes, both rural 
and urban, of farms, of railroads, of im- 
portant industries, of public utilities, of 
municipalities, and of government. 

That type of philosophy recently in 
evidence which regards the creditor in a 
hostile light must be discouraged. The 
maintenance of a sound basis of trust in 
the good faith of the obligor is funda- 
mental to our credit system. 

In a free investment market these deli- 
cate relationships are adjusted through 
the bargaining of debtor and creditor. 
The debtor need not borrow if it does 
not appear that he can use the money 
profitably on the terms offered and the 
creditor will not lend if the interest 
rate is not sufficiently remunerative. At- 
tempts to control by artificial means the 
interplay of these forces are fraught 
with danger. The law should not permit 
uneconomic interference with the oper- 
ation of these natural forces, neither 
should government undertake to change 
their course. 


52 Years as Receiver 


Receiver of the Newark Savings Institu- 
tion since it closed in 1884, Theodore Plume 
has asked to be relieved of his duties be- 
cause of advanced age. Nearly 10,000 de- 
positors have failed to claim over $26,000, 
and a $16,000 surplus over claims is also 
in search of claimants. 





A Sound Public Policy In Chartering Banks 


Address by CARL K. WITHERS 


Commissioner of Banking and Insurance, State of New Jersey 
Before Eastern Regional Conference, A.B.A., Philadelphia, Pa. 


N 1913, the Federal Reserve System 
I came along, stepped between the lines 
in the role of mediator, and sought to 
harmonize by membership privilege and 
regulation the best features of both cen- 
tralized and decentralized control. * * * 

Nor was there any apparent letup in 
what had become an almost farcical, and 
later, tragic scramble for new charters; 
this notwithstanding the failure of more 
than 5,000 banks during and immedi- 
ately following depressed business condi- 
tions of 1921. Both state and national au- 
thorities ignored all warnings evidenced 
by this disastrous experience, and be- 
tween 1921 and 1929 granted more than 
6,000 new charters, exclusive of conver- 
sions and branches; presumable, as in 
regular combat, to replace casualties so 
that the enemy would not think they 
were losing ground. * * * 

That such may never again occur is 
our fervent hope, and it is within the 
power of the bankers of America them- 
selves to prevent; not alone through the 
future conduct of their own institutions, 
but even more important, through their 
elected state and Congressional repre- 
sentatives. * * * 

Accordingly, in attempting to outline 
any sound public policy looking toward 
the future security of our banking struc- 
ture, we must first seek to remedy those 
policies and practices which, in the light 
of bitter experience, have proven un- 
sound. 

First among these, as I have tried to 
illustrate in brief historical review, is 
the competition which has always existed 
between the state and the national sys- 
tems. Born with the first bank of the 
United States, it has continued through 
the years in hand with the age-old strug- 
gle for power and control as between 
the States and Federal government. In 
itself, this competition is no reason for 
the elimination of either one system or 


the other. There is room for competitive 
banking in this country under proper 
regulation and with unselfish coopera- 
tion, and it is largely because of some 
elements of these, in the backing and 
filling processes of the years, that our 
system of banking as a whole has ad- 
vanced. It has gradually been made more 
orderly. Every panic, every depression, 
has brought some corrections, with the 
result that our present day system is bet- 
ter integrated and more efficient than 
ever before. Competition in itself, when 
clean and wholesome, lends zest and sta- 
bility to progress, but when tinged with 
politics, or flavored with the lust for 
power or control on the part of either 
individual or government, it is danger- 
ous! 

Thus, it has been, and may again be- 
come unless you, the bankers of today, 
and those who follow in your stead, lend 
the best of your efforts toward the end 
of forever removing this basic business 
of trust and dependence from either in- 
fluence. 

I fear no contradiction when I remind 
you of the part played by political ex- 
pediency in the accumulation of many of 
our banking troubles. There are few of 
you here who have not at one time or 
another during your banking experi- 
ence, felt, or at least observed its influ- 
ence; seldom for good, and more often 
for personal advantage. “Charters for 
votes” had an altogether too familiar 
ring in the not too distant past. * * * 

As to the element of sometimes ridicu- 
lous competition heretofore existing be- 
tween the state and national systems, 
much may be said in favor of the prog- 
ress made within recent years, and 
particularly, since the advent of deposit 
insurance, and the Banking Acts of 1933 
and 1935. In many states there exists a 
practical working agreement between lo- 
cal supervising authorities, the Federal 
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Deposit Insurance Corporation and the 
Comptroller, whereby all charter appli- 
cations are mutually considered on a 
basis of community need rather than 
competitive advantage as between sys- 
tems. In some states this arrangement 
goes even further in the refusal of the 
one authority to even consider a charter 
while pending with the other as apply- 
ing to the same trade area. * * * 

Most state laws make reference to the 
“Character, responsibility and fitness” of 
the incorporators of a new bank, but 
none, so far as I know, in the past have 
delved very deeply into the motive be- 
hind the application for a charter. So 
important do I conceive this factor to be, 
that I have intentionally placed it first 
among those for consideration, for unless 
the motive is sound, honest and sincere, 
there is little likelihood that the result- 
ant institution in its service to the com- 
munity will reflect other than the spirit 
of its founders. * * * 

I do not agree that charters should be 
regulated by population. * * * 

The per capita wealth of a community 
might be also considered a factor but 
not an important one. * * * 

Nor should we consider town or city 
limits as a boundary. * * * 

Then there is the all too frequent com- 
mercial rivalry which exists between two 


TRUST COMPANIES 


adjacent towns or cities on opposite sides 
of the river, or just over the state or 
county line. * * * 

Sound mergers, consolidations and the 
sensible extension of branch banking are 
much to be preferred to any general 
movement toward a flood of new char- 
ters. But here again we must guard care- 
fully against monopoly or unbridled 
branch competition, either of which 
might become as dangerous as the or- 
ganization of new banks. * * * 

Charter granting authorities should 
consider, as never before the individual 
qualifications; not only of founders of a 
new institution, which, as previously ex- 
pressed, should include their motive, but 
the training and experience of those who 
will manage and safeguard depositors 
and stockholders interests. * * * 

No longer should the chief requisite of 
a bank president be his winning smile, 
or the fact that he runs the largest 
broom factory in town. He should, first 
of all be a banker by experience, or at 
least have a knowledge of finance extend- 
ing beyond the care of his own check 
book. He should enjoy the fullest confi- 
dence and respect of every element in 
the community, and be in a position to 
devote, if not his entire time, at least 
enough to efficiently discharge the re- 
sponsibilities of his office. 


Trust Forum—First Regional Banking Conference 


From the trust executive’s viewpoint, the 
series of regional conferences on banking 
service of the American Bankers Associa- 
tion got off to a flying start at the meeting 
in Philadelphia last month. While only one 
evening session of the two-day conference 
was devoted to trust department topics, the 
discussions originating in this forum were 
keyed to a rapid and highly pertinent pitch. 
Under the leadership of Henry Theis of 
the Guaranty Trust Company of New York, 
there was marked interest in the realign- 
ment of trust fee bases to meet present 
costs and sharp emphasis on the necessity 
of adopting and maintaining minimum. fee 
schedules and eliminating fee _ services. 
The inequity of giving free trust accommo- 
dation to banking customers or charging a 
one-year fee to the bank where the trust 
department would perform at a loss for 


ten years, was pointed out in definite terms. 
Particular interest was also shown in trust 
cost analysis as a prerequisite to estab- 
lishment of adequate and scientific fees. 

Trends in the trust field were lucidly 
disclosed in the discussions led by Gilbert 
Stephenson, and included an able report on 
Federal Reserve regulations affecting trus- 
tees by James Allison, and on the history 
of the recent Pennsylvania legal investment 
law revision. The common or composite 
fund received very considerable discussion 
as an essential mechanism for economy and 
extension of trust administration upon 
clarification of tax and legal complications, 
now under review by a special committee. 
Other comments from the floor which oc- 
casioned lively interest among the 200 in 
attendance were those on public relations, 
personnel training and the A. I. B. gradu- 
ate trust courses. 





The Trust Year in Review 
Annual Reports Reflect Continued Progress 


The increasingly wider practice of includ- 
ing comments, in the annual reports of bank 
presidents, regarding operations of the trust 
department is especially noted in the 1935 
reports to bank stockholders. A number of 
these comments were published in the Janu- 
ary issue of Trust Companies under the 
title “The Trust Year in Review.” Follow- 
ing are several reports subsequently re- 
ceived and containing items of interest on 
trust department activities. 


Los Angeles, Calif. 


Directors meet at regular intervals and it 
is hoped through the enlargement of our 
Trust Committee to include a number of di- 
rectors, to even more fully acquaint them 
with the affairs of the bank than heretofore. 

Ben R. Meyer, Union Bank & Trust Co. 


- 
Washington, D. C. 


“The assets held in trust by the Trust 
Department on December 31, 1935, amount- 
ed to $122,779,672.55, consisting of per- 
sonal property, including investments car- 
ried at par value and cash, amounting to 
$105,875,606.67 and real estate, the assessed 
value of which is $16,904,065.88. This is an 
increase of $4,657,172.84 over December 31, 
1934. 

“One hundred and thirty-eight new ac- 
counts were received during the year 1935, 
and eighty terminated—a net increase of 
fifty-eight. 

“A very satisfactory increase was shown 
in the number of Wills filed with this com- 
pany where we have been named Executor, 
Trustee, or both.” 

Corcoran Thom, American Security & Trust Com- 

pany. 
e 


“Trust Department. A substantial gain 
in the number and amount of estates and 
trusts is reflected by the total assets car- 
ried in this department, which now exceed 
all previous records notwithstanding the 
fact that the number of estates settled and 
disbursements made to beneficiaries this 
year were greater than usual. The profits 
resulting therefore exceed those of the pre- 
vious year. 

“Economic conditions have contributed to 
favor the employment of a corporate fidu- 
ciary and, coupled with the character of the 
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service rendered by the department, account 
for the gains noted. In addition to the usual 
functions as executor, administrator, guard- 
ian, and committee, many clients have 
created trusts and agencies. Life insurance 
trusts continue to be an ever increasing 
branch of our service in spite of the fact 
that adverse circumstances have caused 
some to discontinue such agreements be- 
cause they were obliged to realize on their 
policies by acceptance of their cash value. 

“Investment conditions have added great- 
ly to the burden of the work. New legisla- 
tion and taxation have likewise made con- 
stant study necessary to protect the in- 
terests of our clients. The creation of a com- 
mittee of review and research composed of 
other officers of the Company has aided in 
analyzing the securities held as to the safety 
of the principal, their yield and market- 
ability. 

“The Trust Committee of the Board of 
Directors has been diligent in supervising 
the activities of the department, bringing 
to bear upon its problems the wide experi- 
ence and sound judgment of its members. 
The personnel and records of our Trust 
Department have been enlarged to handle 
properly the increase in the business en- 
trusted to us.” 

Harry G. Meem, Washington Loan & Trust 
Company. 


Baltimore, Md. 


“All of the departments of the company 
have played an important part in the results 
that we have obtained and I feel that this 
is particularly true of the Trust Depart- 
ment. * * * The work of this department 
has been particularly ably conducted and I 
feel that our prospects in this department 
are exceptionally good for the future.” 

Heyward E. Boyce, Maryland Trust Company. 


Cleveland, Ohio 

“The operations of the Trust Department, 
in which a gratifying amount of new busi- 
ness has been received, contributed sub- 
stantially to the improvement in earnings. 
The department has established itself in the 
public confidence and the outlook for in- 
creased business and usefulness is very 
encouraging.” 

Sidney B. Congdon, National City Bank. 
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Prentice-Hall 


TRUST SERVICE 


Especially designed for the|Fiduciary 


The Service brings together in one place all 
of the Federal and State law, decisions, 
rulings and interpretations governing the 
creation, administration and settling of 
estates—Inheritance, Gift and Estate tax 
. laws are included. 


The loose-leaf Trust Service is never behind — 
you receive all new developments promptly, 
and you are assured of the correct solution 
to any problem affecting estates and trusts. 
You may be certain of having for instant 
use— 


1. All new laws, new decisions and other 
new material pertaining to estates and 
trusts. 


. Authoritative information explaining the 
duties and liabilities of fiduciaries in each 
act undertaken by them. 


3. Frequent supplementary material, keep- 
ing your source of information contin- 
uously up to date. 


Write for information 


PRENTICE-HALL, Inc., 70 Fifth Ave., N. Y. 


Philadelphia, Pa. 


During the year, the Trust Department 
received 655 new appointments; 624 trusts 
were closed, making the number of trust 
accounts in the hands of the Company 8,587. 

The total individual trusts in charge of 
the Company at the end of the year are 
carried at $997,391,320.58. 

The Company is Trustee for $802,702,- 
020.19 of corporate trusts. The total collat- 
eral held in this capacity amounts to 
$59,763,578.52. 

Attention is called to the contribution of 
$100,000 to the General Pension Fund. Your 
Company has two Pension Funds, one of 
$100,000 under Deed of Gift from a former 
president, Mr. Rudulph Ellis, limited to 
gratuities to clerks and their dependents. 
$25,000 was added to this by the Company 
at the time of Mr. Ellis’ death. The other, 
known as General Pension Fund, is carried 
in the Trust Department. It was originated 
by the Philadelphia Trust Company, and, 
with the foregoing addition, amounts to 
$158,000. 

William P. Gest, Fidelity-Philadelphia Trust Co. 


Your Trust Department shows gratifying 
gains in the new trusts committed to its 
care during 1935 amounting to more than 
$5,000,000.00, bringing the total inventory 
value of the individual trust assets to 
$61,035,290.16, as disclosed in our statement. 
It is a matter of pride to the management 
that the market value of the trust assets 
is more than $95,000,000.00. These results 
have been possible only because of the prac- 
tice of many years’ standing of having as- 
sets of each trust estate regularly reviewed 
and considered by the Executive Committee 
of your Board, in addition to the regular 
careful scrutiny and analysis of all assets 
of each trust by the Officers and employees. 

Samuel F, Houston, Real Estate Trust Company. 

J 
Toronto, Canada 

“The 54th Annual Report of the Corpora- 
tion will, I trust, be considered as satisfac- 
tory, showing as it does a substantial in- 
crease in total assets, as also a slight im- 
provement in earnings over those of 
1934, * * * 

“The Corporate Trust and Transfer de- 
partment enjoyed a good measure of ac- 
tivity during the year with every indication 
at present of still further improvement dur- 
ing 1936. To provide for the expansion in 
this department at head office, as also for 


the Estates, Trusts and Agencies section and 
the Stocks and Bonds, we have had to take 
over practically all the remaining space on 
the third floor. * * * ” 

W. G. Watson, Toronto General Trusts Corp. 


Montreal, Canada 

The future of the Company depends to a 
great extent upon the efficiency and re- 
sourcefulness of the staff and the impres- 
sions created by those who are most closely 
in touch with its clients. * * * 

The great and increasing number of Wills 
of living persons on deposit with us give 
promise of increased usefulness for the Com- 
pany and of a growing business generally. 

Our main problem today is the low rate of 
return -prevailing in respect of good invest- 
ments, and we are experiencing grave con- 
cern on behalf of the beneficiaries of Estates 
and Trusts and other clients on this account. 
This is accentuated as the higher rate bear- 
ing bonds mature and are paid off or re- 
placed by bonds bearing low rates of 
interest. This applies also in the case of 
preferred stocks where the holders have to 
accept repayment or a reduction in the 
fixed dividends. * * * 

C. B. Gordon, The Royal Trust Company. 





Corporate Fiduciaries Associations 


New Haven Association Report 


At the recent annual meeting of the Cor- 
porate Fiduciaries Association of New 
Haven, Conn., the following officers and 
members of the executive committee were 
elected for the ensuing association year: 

President—William G. Cleaver, trust of- 
ficer, The First National Bank & Trust 
Company of New Haven. 

Secretary—John R. Daniell, secretary, 
The Union & New Haven Trust Company. 

Treasurer—Charles E. Cornwall, vice 
president, The New Haven Bank, N.B.A. 


Executive Committee 


W. B. Church, president, Meriden Trust 
& Safe Deposit Co., Meriden, Conn. Term 
expires 1937. 

Louis L. Hemingway, Chairman of the 
Board, The Second National Bank of New 
Haven. Term expires 1938. 

F. Glendon Hall, secretary, The Bridge- 
port-City Trust Company, Bridgeport, 
Conn. Term expires 1939. 

The Association recently held an “Open 
Forum” meeting at which current trust 
problems were discussed. Among _ these 
were the following: 

The Significance of the Statement of 
Principles of Trust Institutions. 

Handling of Mortgages and Management 
of Real Estate Acquired by Foreclosure. 

Voting Proxies on Stock held in Trust 
Accounts. 

At this meeting Osborne A. Day, Secre- 
tary of the New Haven Community Trust 
Foundation, made a complete report with 
reference to the operation of the Founda- 
tion during the past eight years. 


Kansas Bankers. Association, 
Trust Division, Reports Mid- 
Winter Conference 


The Mid-Winter Conference of the Trust 
Division of the Kansas Bankers Association 
which was held in Abilene, Kansas, on Jan- 
uary 17, 1936, opened with a luncheon at 
Hotel Sunflower. Matt Guilfoyle, local attor- 
ney, spoke on the subject, “Trusts, As Others 
See Us.” Mr. Guilfoyle was introduced by 
Sam R. Heller, vice president and trust 
officer, The United Trust Company, Abilene. 

General discussions on the following 
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topics proved to be of great interest and 
benefit to the trust men present: 

“Production Problems,” led by W. Max 
Harris,vice president and trust officer, Com- 
mercial National Bank & Trust Company, 
Emporia, Kansas. 

“Legal Problems,” led by Marlin S. Casey, 
secretary-treasurer and trust officer of the 
Columbian Title & Trust Company, Topeka. 

“Investment Problems,” led by A. L. 
Wood, vice president and trust officer, First 
National Bank, Wichita. 

Election of officers will be held at the 
annual meeting in May, 1936, at which time 
it is planned that the Trust Division of the 
Kansas Bankers Association will hold a 
joint convention with the Trust Division of 
the Missouri Bankers Association in Kansas 
City, Missouri. 

Reported by L. W. Willis, President Trust 
Division and Assistant Treasurer, The United 
Trust Company, Abilene. 


New York State Association 
Elects 


At the annual meeting of the Trust Com- 
panies Association of the State of New 
York held February 13, 1936, at the Law- 
yers Club, New York City, the following 
were elected for the current association 
year: 

President—Walter W. Schneckenburger, 
vice president, Marine Trust Company, Buf- 
falo. 

Vice Presidents—William A. Read, vice 
president Central Hanover Bank & Trust 
Company, New York City. 

Lewis G. Harriman, president, Manufac- 
turers & Traders Trust Company, Buffalo. 

Treasurer—Richard R. Hunter, vice 
president, The Chase National Bank of the 
City of New York. 

Secretary—Henry L. Servoss, vice presi- 
dent, Chemical Bank & Trust Company, 
New York City. 


Members of Executive Committee 


Class of 1938—Car] S. Potter, vice presi- 
dent and secretary, Security Trust Com- 
pany, Rochester. 

Class of 1939—Charles H. Sanford, presi- 
dent, Syracuse Trust Company, Syracuse. 
Brenton Welling, vice president, Bankers 
Trust Company, New York City. Andrew 
Wilson, Jr., vice president, Bank of the 
Manhattan Company, New York City. 





Wills Recently Probated 


William A. Law 
President—Penn Mutual Life Insurance Co. 


William a Law, president of the Penn 
Mutual Life Insurance Company, named 
in his will, the Fidelity-Philadelphia Trust 
Company, Philadelphia, as co-executor and 
co-trustee of his estate. After giving sev- 
eral legacies to relatives, he created a trust 
for the benefit of Mrs. Law and his descen- 
dants. 

Mr. Law attained nation-wide prominence 
in the banking and insurance field, becom- 
ing president of the Penn Mutual Life In- 
surance Company thirteen years ago, after 
he had served as president of the First 
National Bank of Philadelphia and had 
been head of the South Carolina, Pennsyl- 
vania, and American Bankers Associations. 
At the time of his death he was a director 
of the First National Bank, Philadelphia, 
the Fire Association of Philadelphia, the 
Fidelity-Philadelphia Trust Company, the 
Philadelphia Electric Company, and the 
Reading Company. 


Annie Russell 
International Favorite of the Stage 


Annie Russell has been known as one 
of the great contemporary actresses in 
drama, both here and abroad, from the 
eighties until as late as 1918. She was a 
favorite on Broadway for many years, first 
starring in a New York play at the age 
of 17. Miss Russell also played in Eng- 
land and South America. In 1932, the 
Annie Russell Theatre, donated by a friend, 
was opened at Rollins College, Winter 
Park, Fla., where Miss Russell was artistic 
director of the theatre and professor of 
theatre arts. 

Under the terms of her will she appointed 
the City Bank Farmers Trust Company, 
New York, as co-executor of her will. The 
bank waived its rights inasmuch as they 
do not qualify under the laws of the State 
of Florida. 


Jere A. Downs 
Investment Banker and Shipping Executive 


Jere A. Downs, member of the banking 
firm of Hayden, Stone & Co. and a direc- 
tor of sixteen other banking and transpor- 
tation concerns, named the Boston Safe 
Deposit and Trust Company, Boston, as 
co-executor of his will. 


In 1931 Mr. Downs became chairman of 
the board of directors of the Eastern 
Steamship Lines, Inc., and in 1933 chair- 
man of the executive committee. He was 
former president and was at the time of 
his death a member of the governing, 
law and finance committee of the Boston 
Stock Exchange. Mr. Downs was also a 
vice president and director of four other 
steamship companies. 


John Gilbert 
Motion Picture Actor 


John Gilbert, at one time the screen’s 
most popular actor, named the Bank of 
America, N. T. & S. A. of Los Angeles, in 
his will as trustee of two trusts comprising 
the residuary estate. Mr. Gilbert bequeathed 
the income from a $25,000 trust fund to the 
support and education of Richard Hyland, 
Jr., son of his friend Dick Hyland, prominent 
sports writer, with the remainder to be held 
for his former wife, Virginia Bruce. 

The will, dated October 7, 1932, was 
drawn before the birth of his daughter Ann 
Bruce and prior to his divorce from Miss 
Bruce. The estate is estimated at $450,000. 

Mr. Gilbert had a spectacular rise to star- 
dom and riches. Having come from actor 
stock, he was employed in this profession 
for the major part of his short life. In his 
memoirs Mr. Gilbert states that at times he 
did not earn enough to feed himself prop- 
erly. The fortunes changed for him, how- 
ever, and at his peak he was reported as 
drawing a $10,000 a week salary. 


George W. Wickersham 
Former Attorney General of United States 

Under the will of George W. Wicker- 
sham, Attorney General of the United 
States under President Taft, The Bank of 
New York & Trust Company, New York, 
was named co-trustee and contingent co- 
executor of his estate. 

Mr. Wickersham has been prominent in 
public affairs for many years, the latest 
national accomplishment he achieved was 
under President Hoover when he served 
as chairman of the commission which in- 
vestigated national crime conditions in 
1929. 

He was president of the American Law 
Institute, chairman of the board of direc- 
tors of the Harvard research in interna- 


208 





TRUST COMPANIES 


tional law, a past president of the New 
York Bar Association, first president of 
the American Society of the French Legion 
of Honor, and a director of the Church 
Life Insurance Corporation and Church 
Properties Fire Insurance Corporation. 


Benjamin E. Bensinger 
Chairman—Brunswick-Balke-Collender 


Benjamin E. Bensinger, chairman of the 
board of the Brunswick-Balke-Collender 
Company, manufacturers of billiard tables, 
and other sporting supplies, named the 
American National Bank and Trust Com- 
pany, Chicago, as successor trustee to act 
in the event of death, refusal or disability 
of the two individuals named. 

Mr. Bensinger had been an officer of the 
company since 1903, assuming the presi- 
dency in 1905 and the board chairmanship 
in 1931. 


Walter L. Clark 
Artist and Engineer 


The City Bank Farmers Trust Company, 
New York, was named executor of the will 
of Walter L. Clark, founder and president 
of the Grand Central Art Galleries, New 
York, and founder of the Berkshire Play- 
house, a summer theatre at Stockbridge, 
and a famous portrait painter. 

In his youth Mr. Clark showed marked 
ability as a mechanic, becoming an engi- 
neer and later president of the Pratt & 
Whitney Machine Tool Company. He was 
a director of the Gorham Company, silver- 
smiths. Since the close of the World War 
Mr. Clark devoted practicaly all of his time 
to art, in which field he gained an interna- 
tional reputation. 


Richard Handfield Titherington 
Publisher 
The Chemical Bank & Trust Company 
was named under the will of the late 
Richard Handfield Titherington as co-exec- 
utor and co-trustee. 
Mr. Titherington, 


vice president and 
secretary of the Sun Printing and Pub- 
lishing Association, publishers of the New 
York Sun, spent practically his entire life 


in the publishing business. At twenty- 
five years of age he joined the Munsey 
Magazine as managing editor and con- 
tinued in that position until joining The 
Sun in 1916 in the capacity of secretary; a 
few years later he was made a vice presi- 
dent of the company. He was also an his- 
torian, one of his books, “History of the 
War With Spain,” being published in 1900. 


Gilbert A. Wehr 
President—Baltimore Steel Company 


Gilbert A. Wehr named the Mercantile 
Trust Company of Baltimore as executor 
and trustee of his estate. 

Mr. Wehr, president of the Baltimore 
Steel Company until his death, was one 
of the original founders of the company, 
and for the past twenty years had been its 
head. 


The Way of a Will 


The will of the late King of England, 
George V, will never be made public. After 
the will has been read and executed it will 
be sealed and placed in a strong box in 
Somerset House, where it cannot be read 
even by officials. Under the English law no 
court has the power to grant. probate. 

This was not the case before 1688 and 
the wills of many of England’s Kings may 
be read today. In those early days it was 
the custom in many instances to make the 
contents of the deceased ruler’s will public. 


“The life of a dog,” is truly what the 
expression implies. A fox terrier, Flip, of 
Brinkley, Ark., (not the fox terrier 
“Buddy” reported in August, ’35) was the 
recipient of a $500 bequest from his late 
master. Now, the Revenue Department 
claims that Flip owes the government $20 
in inheritance taxes. Under the law “stran- 
gers in blood, friends, servants and 
nephews have no exemptions.” 


Thelma Todd, motion picture star, left 
an estate valued at $45,000. She held stocks 
worth $20,000 and bank deposits of $14,000, 
jewelry and furs worth $10,000 and a piece 
of real estate valued at $1,000. 

She left her divorced husband $1, and 
left the rest of her estate to her mother. 

Mrs. Cassie R. Milnes Hill, widow of 
Percival S. Hill, who was president of the 
American Tobacco Company, left an estate 
of $2,533,404 gross and $2,308,038 net, ac- 
cording to a transfer tax appraisal filed 
recently. 

Mrs. Elizabeth Peltz Wanamaker, widow 
of Captain John Wanamaker, has been 
awarded a trust estate of $262,091 by the 
Orphans’ Court. The trust is part of a fund 
of $880,000 created by Captain Wana- 
maker, father of Rodman Wanamaker, who 
died seven years ago. 

Property owned by William Wrigley, Jr., 
in Illinois was listed at more than $30,- 
000,000 in an inventory filed recently in a 
Chicago Probate Court. 





Excerpts From Selected Articles 


The Conflict of Laws in Administra- 
tion of Express Trusts of Personal 
Property. 

Yale Law Journal, January, 1936. Pages 438-451. 


By WALTER W. SWABENLAND, member of the 
New York Bar. 


“The rapid growth of trusts in this cen- 
tury coupled with a mobile society and 
economy has created numerous situations in 
which the elements of the trust are divided 
between two or more states. This division of 
elements raises with increasing frequency 
the problem as to what law governs the 
administration of express trusts of person- 
alty created either by will or deed. 

“A preliminary question of jurisdiction 
presents itself, as to what court will pass 
upon questions arising in the administra- 
tion of a trust. The cases involving juris- 
diction fall into the following three groups: 
(1) voluntary proceedings by the trustee, as 
proceedings to account or for instructions; 
(2) proceedings against a trustee by some 
third person where no question of the 
trustee’s dishonesty is involved; and (3) 
proceedings against a dishonest trustee who 
is misappropriating and dissipating the 
trust assets. 

“In a voluntary proceeding by the trustee 
the cases indicate that the petition should 
be filed in the court which admitted the will 
to probate, which normally would be at the 
domicil of the testator. If, however, the 
trust was created by an inter vivos gift, 
the few existing cases indicate that the 
trustee should turn to the courts of the 
state in which the numerical preponderance 
of the following facts existed: (a) domicil 
of the settlor at the time of the creation of 
the trust; (b) domicil of the trustee; (c) 
place of execution of the deed of trust; and 
(d) location of the trust property. * * * 


What Law Governs Administration of the 
Trust 


“Problems of administration include such 
matters as the investment of trust funds, 
the amount of trustee’s commissions, the 
adjustments to be made between income and 
principal and similar questions. Various 
rules have been suggested for determining 
which state’s law is applicable to these ques- 
tions. The American Law Institute has 
formulated the following rule for testamen- 
tary trusts: 


Section 298. ‘A testamentary trust of 
movables is administered by the trustee 
according to the law of the state of the 
testator’s domicil at the time of his death 
unless the will shows an intention that 
the trust should be administered in an- 
other state.’ 

Comment ec. ‘If the testator appoints as 
trustee a trust company of another state, 
presumably his intention is that the trust 
should be administered in the latter 
state; the trust will, therefore, be admin- 
istered according to the law of the latter 
state.’ 


“To properly test this rule cases should 
be found in which the domicil of the testator 
stands alone in one state and a prepon- 
derance of the remaining factors are located 
in another state. If the Restatement rule 
is accurate, these decisions will be found to 
féllow the law of the testator’s domicil. 
Similarly, to adequately test the exception 
to the rule, found in comment c, cases 
should be found in which a trust company 
domiciled in one state is designated as 
trustee and a preponderance of the re- 
maining elements of the trust are in another 
state. Here again, if the Restatement rule 
is well founded, the law of the trustee’s 
domicil will be found to govern. * * *” 


Conclusion 


After reviewing numerous cases the 
author gives his resulting summary. 

“In the light of the foregoing discussion, 
the rules formulated by the American Law 
Institute may be reexamined. As to the 
rule for testamentary trusts that the law 
of the testator’s domicil governs unless a 
trust company of another state has been 
appointed trustee, in which case the law of 
the trustee’s domicil governs, it was found 
that when the testator’s domicil stood alone 
in one state and a preponderance of the 
remaining factual connections were in an- 
other state the law of this latter state gov- 
erned. It was also found that where a trust 
company of state X was appointed trustee 
and a preponderance of the remaining 
factors were in state Y, the law of Y was 
held to govern the administration of the 
trust. Therefore, what meager authority 
there is seems to be contrary to the view 
of the American Law Institute. Instead of 
relying upon any single element for de- 
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termining the governing law, the courts in 
testamentary, as well as in inter vivos 
trusts, seem to depend upon a group of 
factors. In connection with inter vivos 
trusts it was found that two of the more 
important factors which the courts look to 
in determining what law governs, namely 
the domicil of the creator and place of 
execution of the deed of trust, both of 
which relate to the creation of the trust 
rather than to its administration, are given 
no consideration by the American Law 
Institute rule. The problem of evaluating 
the importance of the several elements of 
the trust is omitted in the Restatement 
rules. The cases indicate, however, that a 
difference does exist. Thus, just as the 
factors of domicil of the testator at time of 
death and place of probate of the will, par- 
ticularly when combined in one state, are 
of primary importance in the case of testa- 
mentary trusts, in the case of inter vivos 
trusts, the domicil of the creator of the 
trust, domicil of the trustee, place of exe- 
cution of the indenture of trust, and loca- 
tion of the trust property, seem to be most 
stressed by the courts. In both testamen- 
tary and inter vivos trust cases the domicil 
of the beneficiary is accorded slight im- 
portance. Furthermore, no mention is made 
in the rules of the American Law Institute 
as to whether shifts in the factual connec- 
tions between the time of creation of the 
trust and the bringing of the action are 
important, although in a number of cases 
the change in domicil of the trustee or the 
appointment of a successor trustee in an- 
other state was alluded to by the court. 
Since the place of administration of the 
trust may well shift with the trustee, this 
is a matter of no small importance. Again, 
nothing is said as to whether a distinction 
needs to be made between the various prob- 
lems of trust administration in determin- 
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ing what law governs, although, at least 
as to trustee’s commissions and in actions 
by the beneficiary to terminate the trust, 
special considerations apply. 

“May the attorney avoid the possible 
necessity for a judicial determination of 
what law governs when the elements of 
the trust are scattered in two or more 
states merely by inserting a provision in 
the trust instrument that the law of a par- 
ticular jurisdiction shall govern the admin- 
istration of the trust? From the decided 
cases it would seem that if a will creating 
a trust states that the law of a particular 
jurisdiction shall govern the investment and 
management of the trust, and the testator 
and trustee or the trustee is domiciled in the 
state selected, the law of that state un- 
doubtedly will be applied. Similarly, an 
inter vivos trust has been held to be gov- 
erned by the law of the creator’s domicil 
because he so provided, despite the trustee’s 
residence in another jurisdiction. In New 
York it is provided by statute that the 
express intent of the creator to have the 
New York law govern the creation and ad- 
ministration of the trust shall be enforced 
if the personal property is situated within 
New York at the time the trust was created 
or if the trustee resides in New York. If, 
however, the state designated has no sub- 
stantial connection with the trust, it is not 
known what the courts will do. The posi- 
tion might well be maintained that, since 
the settlor clearly could provide in the 
trust instrument the amount of the trustee’s 
commissions, the type of investments which 
the trustee should make, and the allocation 
of dividends to be made between income 
and principal, he should be able to control 
such administrative matters by reference to 
the law of a particular state, whether or 
not the trust has any other connection with 
that state. An exception, however, should 
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be noted in the case of problems of admin- 
istration controlled by rules of law in- 
volving a strong element of public policy, 
since the court of the forum might refuse 
to follow the foreign law in such an in- 
stance. 


“As to most administration problems, 
however, the express intention of the settlor 
will control, particularly since the settlor 
would generally not select a state complete- 
ly separate from the incidents of the trust. 
Therefore a practical solution to this whole 
question, which is really one of avoiding 
litigation on the issue, would be for the 
draftsman to insert a clause in the trust 
instrument which would provide what law 
should govern. The following phraseology 
is used by one of the law offices in New 
York City to express the testator’s intent 
that the law of New York govern: 

‘I hereby direct in accordance with Section 47 
of the Decedent’s Estate Law of the State of New 
York that the validity and effect of the testa- 
mentary dispositions made by me herein shall be 


determined by the Laws of said State of New 
York.’ ” 


Fifty-eight footnotes of citations, refer- 
ences and comments. 


Retrospective Tax Laws— 


The St. Louis Law Review. December, 1935. Pub- 
lished by Washington University, St. Louis, Mo. 
By Ralph R. Neuhoff, Esq., of Neuhoff & Millar, 
St. Louis, and Member of the Faculty of Wash- 
ington University. 


Editor’s Note: This article was in print before 
the AAA decision by the United States Supreme 
Court, but it applies directly to proposed AAA 
legislation. 


“It is the purpose of this article to con- 
sider the cases in which the Supreme Court 
of the United States has either upheld or 
overthrown tax laws having retrospective 
operation and to deduce if possible a theory 
on which the various cases can be reconciled. 
At first glance it would appear that there 
is no such principle, and that on the con- 
trary some of the decisions are contradic- 
tory to others. For example, it has been held 
that a gift tax cannot be retroactively ap- 
plied to a gift inter vivos made after the 
enactment of a gift tax law was practically 
assured by the submission of a conference 
report thereon to Congress, and yet, it has 
also been held Congress has power to make 
an income tax act applicable to income of 
a year already closed. 


“The Constitutions of some states in 
terms forbid retrospective laws. For exam- 
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ple, the Constitution of Missouri provides 
that no law ‘retrospective in its operation’ 
can be passed by the General Assembly. 
This provision has been held to apply to 
revenue laws, and is the reason why 
Missouri cannot make an income tax law 
retroactive for even part of a year. 

“The only provisions in the Federal Con- 
stitution specifically referring to retro- 
activity are those forbidding ex post facto 
laws. However, these have been construed 
to apply only to criminal and penal laws, 
and accordingly, are not applicable to reve- 
nue laws. 

“However, the States and the United 
States are forbidden to take property ‘with- 
out due process of law.’ The Fifth Amend- 
ment also has a provision against taking 
private property ‘for public use without 
just compensation’ which does not appear in 
the Fourteenth Amendment; but inasmuch 
as taking private property for public use 
without just compensation would not be 
‘due process of law’ it is believed that the 
problem is the same under both Amend- 
ments. 

“So in practice the question of the valid- 
ity of a retrospective Federal or state tax 
law (so far as affected by any provision of 
the Federal Constitution) may be reduced 
to the simple question of whether it oper- 
ates to deprive the taxpayer of his property 
without due process of law. 

“Turning to the cases which have been 
decided, we find that in a number of deci- 
sions the particular instance of retroactive 
application has been held to be due process 
of law, and in a number of others it has 
been held to present a want of due process. 

“After some thought, the writer has con- 
cluded that if these decisions can be har- 
monized by a single doctrine it would prob- 
ably be as follows: Retroactive application 
of a tax law is permitted only where it 
would not operate unfairly by attaching 
consequences to an act by a taxpayer which 
he could not reasonably have foreseen. If it 
should be urged that this is not far re- 
moved from saying that ‘retrospective tax 
laws are permitted only where they do not 
operate unfairly,’ the writer will at once 
admit the charge. It is believed, however, 
that the portion of the doctrine with respect 
to attaching unforeseen consequences is of 
some practical value and at all events con- 
siderable cogitation has not evolved any 
better test. 

Let us proceed therefore to consider the 
decided cases in the light of the principle 
above propounded. 
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The case of Blodgett v. Holden involved 
the validity of the gift tax imposed by the 
Revenue Act of 1924. The facts were that 
gifts were made on January 2, 1924, and 
that the gift tax provisions of the Revenue 
Act of 1924, under which the government 
proposed to tax the gifts, did not come be- 
fore Congress prior to February 25, 1924. 
The Court treats the case as presenting the 
question of the validity of the tax on a gift 
fully consummated before the gift tax pro- 
visions came before Congress. 


“The language of the principal opinion 
shows the train of reasoning of the Court: 


“ “As to the gifts which Blodgett made dur- 
ing January, 1924, we think the challenged 
enactment is arbitrary and for that reason 
invalid. It seems wholly unreasonable that 
one who, in entire good faith and without 
the slightest premonition of such conse- 
quences, made absolute disposition of his 
property by gifts should therefore be re- 
quired to pay a charge for so doing.’ 


“It would appear therefore that Blodgett 
v. Holden is consistent with the hypothesis 
above propounded because a taxpayer could 
not have ‘reasonably foreseen’ something of 
which he did not have the ‘slightest pre- 
monition.’ 


“But in Untermyer v. Anderson, above 
referred to, the donor of the gift proposed 
to be taxed could not plead ignorance of the 
probable consequences of his gift. The gift 
was made on May 23, 1924, some three 
months after the gift tax provisions were 
presented for the consideration of Congress 
and while the conference report on the bill 
was pending. This report had gone to the 
Senate on May 22, 1924 and three days 
thereafter the bill had finally passed both 
houses. The bill was signed by the Presi- 
dent and became a law on June 2, 1924, 
which, it will be observed, was only ten 
days after the gift was made. It would 
appear that this taxpayer had much more 
than a ‘premonition’ of a tax when he made 
his gifts. Nevertheless, the tax was held 
invalid as applied ‘to bona fide gifts not 
made in anticipation of death and fully con- 
summated prior to June 2, 1924.’ 

“The fact that the gift was made while 
the taxing act was in the last stage of 
progress through Congress was referred to 
and held immaterial on the ground that any 
other view would present insuperable oper- 
ating difficulties. 


“The Court considers that the future of 
every bill before’ Congress is necessarily 
uncertain and that a taxpayer ought not 
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be required to guess the outcome of a pend- 
ing measure. 

“The element of unfairness in applying 
the tax retroactively to gifts of the class of 
Untermyer v. Anderson is largely created 
by a process of argument, viz., it would be 
unfair to tax gifts made so long before 
the enactment of the tax law that the donor 
could not in fact have reasonably antici- 
pated a tax when he made the gift and for 
reasons of convenience of administration all 
gifts made before the actual passage of the 
tax law are grouped in the exempt class 
because it is too hard to distinguish be- 
tween various degrees of warning which a 
donor my have received as the law pro- 
gressed through Congress. It will not do to 
say that the taxpayer is entitled to definite- 
ly know the amount of the tax which will 
be entailed by a particular act, and that it 
would be ‘unfair’ otherwise because this 
would apply to a retroactive change of rate 
on a transaction which is taxable at some 
rate when entered into. As will be seen 
below, this class of retrospective law is per- 
missible. : 

“With the foregoing qualifications, we can 
classify Untermyer v. Anderson as con- 
sistent with the ‘unfairness’ hypotheses. 

“We have been considering the Federal 
tax on gifts as such. Let us now consider 
gifts which are included in the gross estate 
of a decedent for purposes of an estate or 
inheritance tax. 


“Nichols v. Coolidge was decided on the 
theory that a conveyance in fee reserving 
a life estate in the donor was ‘a convey- 
ance intended to take effect in possession or 
enjoyment at or after death.’ The transfers 
in question had been made in 1907 at which 
time there was no Federal Estate tax law 
in effect. Thereafter the Revenue Act of 
February 24, 1919, was passed which in- 
cluded in the gross estate (among other 
things) the value at the death of decedent 
of all property ‘to the extent of any in- 
terest therein of which the decedent has at 
any time made a transfer, or with respect 
to which he has at any time created a trust, 
in contemplation of or intended to take 
effect in possession or enjoyment at or after 
his death (whether such transfer or trust 
is made or created before or after the pas- 
sage of this act) except in case of a bona 
fide sale for a fair consideration in money 
or money’s worth.’ 


“The Court held that the statute under 
consideration as applied to the transfers in 
1907 ‘is arbitrary, capricious and amounts 
to confiscation.’ Since the donor in 1907 
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could not have reasonably anticipated the 
tax attempted to be imposed it is believed 
that the case of Nichols v. Coolidge is con- 
sistent with the theory that Court will not 
permit retroactive application of a tax 
where it would attach consequences after 
the gift was in good faith completed which 
the donor could not reasonably have antici- 
pated. 


“The transfers under discussion in Nichols 
v. Coolidge were also considered in Coolidge 
v. Long in which retrospective application 
of the Massachusetts inheritance tax was 
considered. The question was whether such 
application to remainders already vested 
before the passage of the act was repug- 
nant to due process of law under the Four- 
teenth Amendment and the contract clause 
of the Constitution, and it was held that it 
was. * * *” 


After reviewing many other decisions in 
point the author concludes. 

“From the foregoing it would appear that 
the decided cases are in harmony with the 
doctrine that a tax can be retroactive only 
when it does not thereby attach conse- 
quences to an act which the taxpayer could 
not reasonably have foreseen, but this doc- 
trine leaves considerable room for interpre- 
tation as to what consequences should have 
been anticipated by the taxpayer from a 
particular act.” 

Thirty footnotes of citations and refer- 
ences. 


In Terrorem Clauses in Wills 


Fordham Law Review, January, 1936. Pages 1-16. 
By GEORGE A. SLATER, Surrogate of West- 
chester County, New York. 


“In terrorem clauses are usually aimed at 
legatees who are next of kin, affecting their 
rights to contest a will, or in restraint of 
marriage. An in terrorem clause is lawful 
if properly drawn. Chief Judge Andrews 
in Hogan v. Curtin classified an in terrorem 
clause as but ‘a convenient phrase adopted 
by judges to stand in place of a reason for 
refusing to give effect to a valid condition.’ 
Here is where we have the first evidence 
of the doctrine of public policy. 


“As a general proposition, conditions sub- 
sequent not to dispute the validity of a will 
or certain provisions therein will be upheld 
in New York. To the extent of the bare 
statement of the rule, it is in accord with 
decisions obtaining in other jurisdictions. 
In this state the general tendency has been 
to hold such conditions void if they contra- 
vene established and well-founded principles 
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of law, or conflict with a reasonable inter- 
pretation of rights of beneficiaries. There is 
no limit to the control of our courts in not 
giving effect to harsh, unreasonable or im- 
politic restrictions. The principal excep- 
tions to the general rule may be classified 
thus: 

1. Where the condition is indefinite or 
too broad, it will be held ineffective and the 
legatee will take nevertheless. In Matter of 
Jackson, the will provided that if “any per- 
son or society be dissatisfied with any gift 
herein made, then, in that case, said gift 
shall be wholly withheld.’ (Apparently there 
was no provision for a gift over.) One of 
the legatees filed objections to probate for 
insufficiency of execution, and to the valid- 
ity of certain provisions. It was held that 
‘The language of the will relating to this 
subject [the provision] is so indefinite and 
uncertain that the testator’s intention’ can- 
not, with any certainty, be ascertained. Ap- 
parently any dissatisfaction as to any gift 
therein made is sufficient to debar a legatee 
from taking a legacy. A condition so broad 
and sweeping, if intended, could not be en- 
forced, for it could not be ascertained 
whether it has been violated.’ The court 
held that the contestant had not forfeited 
his legacy. 

2. Where there is causa probabilis liti- 
gandi for a contest, or a construction of the 
will, the condition is ineffective. In Jackson 
v. Westerfield the Fourteenth clause of the 
will (without provision for gift over) pro- 
vided: 

‘In case any one or more of the persons to whom 
I have hereby given or bequeathed any legacy or 
any portion of my estate, shall make any opposi- 
tion or controversy in any court of law or other- 
wise, in relation to the validity of this my will 
and appointment, or in relation to any of the 
legacies or other matter therein contained, each 
and every person so making such opposition or 
controversy shall thereby forfeit every portion of 
my estate hereby given or bequeathed to him or 
her, and he or she shall be excluded from all par- 
ticipation in my said estate in any manner what- 
ever.’ 

“It was contended that opposition by cer- 
tain legatees to probate of the will on 
account of lack of testamentary capacity 
effected a forfeiture of legacies in their 
favor. The testatrix had once been duly 
declared incompetent and a committee ap- 
pointed. 

“The court said: 

‘, . . Clauses in wills which impose restraints 
upon proper inquiry into testamentary capacity 
and the legality ’and validity of property should 
not be favored. 


. . - The clause in question is very broad, and 
if allowed to stand in its length and breadth I am 
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not sure but that it would prohibit a legatee from 
suing for his legacy, as it might involve a con- 
troversy about the will, * * * taking part in any 
litigation in which the will, ‘legacies or other 
matters therein contained,’ might be properly 
brought in question, as it would put in jeopardy 
whatever benefit the will secured to him. A clause 
in some respects similar to the above was under 
consideration in Rhodes agt. The Munswell Hill 
Land Co. (20 Beaven R., 560), and it was held 
to be absurd, inconsistent and repugnant. It was 
been held in times quite early that a condition of 
this kind attached to a bequest of personalty 
where there was no gift over to a third person is 
not obligatory, but in terrorem only, and if there 
is probabilis causa litigandi there will be no for- 
feiture [citing authorities]. 

‘I cannot say that the opposition to the probate 
of the will was not interposed in good faith, or 
that it was vexatious. In fact, I think there was 
probable cause to justify an inquiry into the testa- 
mentary capacity of the testatrix. She had once 
been adjudged—in a proceeding instituted for the 
purpose of inquiring into her mental condition— 
of unsound mind, and a committee of her person 
and estate had been appointed. The result in the 
surrogate’s court, however, upheld the will, I do 
not think that the persons who took part in such 
opposition have forfeited their legacies, but are 
entitled to receive the same.’ * * *” 


After reviewing many cases, Surrogate 
Slater states: 


“IT have presented a synopsis of the law 
in this state with respect to conditions not 
to dispute a will or its provisions. In none 
of these cases, however, was there any con- 
dition pointedly designed to prevent disput- 
ing the administration of a trust, and from 
research I am unable to determine that such 
a situation has ever been directly passed 
upon in this jurisdiction. * * * 

“A testator has the right to attach to a 
bequest or devise made by him any condi- 
tion, whether sensible or futile, provided 
only that it is not illegal or opposed to pub- 
lic policy... While a condition in general 
restraint of marriage is inoperative, a con- 
dition which is merely in special restraint 
of marriage is ordinarly valid. * * * 

“Public policies in general are those con- 
siderations of public interest and morality 
which the state enforces by legislation, or 
by judicial action. The earliest trace of this 
principle in the English law reports is 
found in a case decided in the reign of 
Henry V in 1414, when a dyer had con- 
tracted not to use his art within a certain 
town for a certain time, and the court went 
upon the principle that it was not good for 
the realm, that it was against public policy 
for men to. bind themselves not to exercise 
their trades. The principle of public policy 
has never been repudiated and its applica- 
tion has varied with changing conditions 
and public opinion. It is applied in avoiding 
contracts, for the stifling of criminal prose- 
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cution, or the perversion of justice in civil 
sutts. * * * 

“There is ample authority for holding 
that whatever may be attempted to be done 
to violate the public policy of the state is 
void. Where the testator’s intent is appar- 
ent, it obtains; provided, however, such in- 
tent does not offend public policy, or some 
positive rule of law. A device to render 
trustees free to administer trusts without 
respect to the law of the state cannot re- 
ceive judicial sanction. The right to acquire, 
and the personal exercise of power and 
dominion over property while the blood of 
life courses through the veins, must end 
when men pass into the unknown. At such 
time property passes into new ownerships 
and control, and denial to such new owners 
of the right to litigate questions concerning 
it, the giver cannot bring about. The law— 
the law of public policy—the Constitution 
—sees to that. * * * 


“A condition requiring the abstention of 
a constitutional right is always unconstitu- 
tional. It is against the public policy to 
condition a gift by compelling the bene- 
ficiary to forego a legal right. He is de- 
prived of the right of free choice as to 
future conduct. It is the right to impose the 
condition, not the motive, which is the test 
to be resorted to for the purpose of deter- 
mining whether it offends public policy. For 
a testator to exercise such authority would 
permit him to deprive of fundamental rights 
those entitled to the protection of the Con- 
stitution. * * * 


“The courts, in the exercise of their 
judicial function, are without power to 
deprive a person of his property or his right 
of property, unless by due process of law. 

“Individuals can have no greater right or 
prerogative than the courts. Informed rea- 
son and public conscience are the guide for 
the protection of public policy. No efface- 
ment or impairment of property rights of 
men will be countenanced. The rights of 
infants are placed in the same category and 
controlled by the same law of public policy 
as affects the rights of adults. 

“It seems clear, from the decisions of 
courts that have come down through the 
years, that the general tendency is to hold 
in terrorem clauses void if they contravene 
the public policy of the state. Upon the 
facts of each case, the courts will ascertain 
whether or not this great principle of our 
laws written for the whole body politic is 
involved.” 


Seventy-eight footnotes of citations and 
references. 
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Other Articles, Notes and Comments 
on Legal Questions Read by Our 
Staff and Recommended to Those 
Interested. 


Articles 


The Bank-Bar Agreement.—‘‘Commercial Law Jour- 
nal,” February, 1936. Page 69. -By Hubert T. 
Morrow, member of the California Bar. 


The Commodity Dollar.—‘‘Harvard Business Review,” 
Winter Number, 1936. Page 133. By M. C. Rorty, 
President, American Management Association, 
New York City. Two footnotes. 


A Day in the Supreme Court with the Federal Estate 
Tax.—‘“Virginia Law Review,’”’ January, 1936. 
Page 261. By Charles L. B. Lowndes, Duke Uni- 
versity, School of Law. Sixty-four footnotes. 


Depletion of Oil and Gas Properties.—‘*The Tax Maga- 
zine,’’ February, 1936. Page 67. By John W. Bev- 
eridge, Attorney at Law, Houston, Texas. Thirty- 
four footnotes. 


Excess Depreciation Reserve and Rate Control.— 
“Columbia Law Review,’’ February, 1936. Page 
250. By Pineus M. Berkson, member of New York 
Bar. Fifty-one footnotes. 


Fees and Expenses in a Corporate Reorganization un- 
der Section 77B.—‘‘Michigan Law Review,” Janu- 
ary, 1936. Page 331. By George F. Medill, mem- 
ber of Toledo, Ohio, bar. One hundred forty-two 
footnotes. 


Financing Social Security.—‘““The New York Certified 
Public Accountant,’”’ January, 1936. Page 23. By 
James F. Hughes, C.P.A. 


Landlords’ Claims under Section 77B of the Bank- 
ruptey Act.—‘‘Yale Law Journal,” January, 1936. 
Page 422. By J. Mark Jacobson, member of the 
New York Bar. Fifty-nine footnotes. 


“Lapse Statutes’ and Their Effect on Gifts to 
Classes.—‘‘Virginia Law Review,’ February, 1936. 
By Thomas M. Cooley, II, Attorney, Cambridge, 
Massachusetts. Ninety footnotes. 


Legal Background of Life Insurance.—‘The American 
Conservationist,” January, 1936. Page 3. By T. 
O’Donnell. 


Legal and Investment Standards of Trustees.—‘‘Ford- 
ham Law Review,’”’ November, 1935. Page 391. By 
George P. Woodruff, Investment Analyst, Alex- 
ander Hamilton Institute. Seventy footnotes. 


Thellusson’s Will.—‘‘Virginia Law Review,” 
February, 1936. Page 416. By Herbert Barry, 
member of the New York Bar. Fifty-two toot- 
notes. 


Real Estate Taxes in Ohio Are Charges Ad Tem Only. 
—‘“University of Cincinnati Law Review,’ Janu- 
ary, 1936. Page 1. By Ansel B. Curtiss, member 
of Cleveland, Ohio, Bar. Ninety-one footnotes. 


Record of Long-Term Real Estate Securities.— 
“The Journal of Land & Public Utility Econom- 
ics,”” February, 1936. Page 44. By Ernest A. John- 
son, Professor of Economics and Business Ad- 
ministration, Lake Forest College. Two footnotes. 


Secured Creditor’s Share of an Insolvent Estate. 
—‘‘Michigan Law Review,” January, 1936. Page 
309. By Fred T. Hanson, Judge, Red Willow Coun- 
ty Court, Nebraska. Fifty-one footnotes. 
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Trusts and Suspension of the Power of Alienation in 
New York.—‘‘New York University Law Quarterly 
Review,” January, 1936. Page 191. By Ralph E. 
Kharas, Professor of Law, Syracuse University 
College of Law. One hundred three footnotes. 


Notes and Comments on Legal Questions 


Attempted Exemption of Fiduciaries from Normal 
Common Law and Statutory Obligations.—‘Vir- 
ginia Law Review,” February, 1936. Page 455. 
Forty-six footnotes. 

Executors and Administrators—Executor’s “Right of 
Retainer” of Distributive Share of Estate where 
Distributee Is Indebted to Decedent.—‘‘Michigan 
Law Review,” January, 1936. Page 395. Forty-six 
footnotes. 

Federal Regulation of Holding Companies: The Pub- 
lic Utility Act of 1935.—‘‘Yale Law Journal,” 
January, 1936. Page 468. One hundred twenty 
footnotes. 

Inheritance By, From and Through Illegitimates.— 
“University of Pennsylvania Law Review,” Feb- 
ruary, 1936. Page 531. Ninety footnotes. 

Taxability of Gross Income Under the Sixteenth 
Amendment.—‘‘Columbia Law Review,” February, 
1936. Page 274. Sixty-one footnotes. 


Editor’s Note: Addresses of publications 
mentioned in this section follow. The fig- 
ure appearing after the address in each 
instance is the publication’s quoted single 
copy price. These publications are NOT 
for sale by TRuST Companies Magazine. 


Columbia Law Review, Kent Hall, Columbia Univer- 
sity, New York, N. Y. 70c. 


The American Conservationist, The American Conser- 
vation Company, 307 North Michigan Ave., Chi- 
cago. Gratis. 


League 
Chicago, 


Commercial Law Journal, Commercial Law 
of America, 111 West Monroe Street, 
Til. 25c. 


Fordham Law Review, Fordham University, 
worth Building, New York City. 75c. 


Harvard Business Review, McGraw-Hill Book Com- 
pany, Inc., 330 W. 42nd Street, New York, N. Y. 
$1.25. 


The Journal of Land & Public Utility Economics, 
Northwestern University, School of Commerce, 
337 East Chicago Ave., Chicago, Ill. $1.25. 


Michigan Law Review, Ann Arbor, Mich. 80c. 


The New York Certified Public Accountant, The New 
York State Society of Certified Public Accountants, 
30 Broad Street, New York City. 25c. 


New York University Law Quarterly, 
Street, Worcester, Mass. $1.00. 
University of Cincinnati 

Ohio. 60c. 


University of Pennsylvania Law Review, 
Chestnut Streets, Philadelphia, Pa. 75c. 


Wool- 


150 Fremont 


Law Review, Cincinnati, 


34th and 


The Tax Magazine, Commerce Clearing House, Inc., 
205 W. Monroe Street, Chicago, Ill. 25c. 


Virginia Law Review, Charlottesville, Va. $1.00. 


Yale Law Journal, 127 Wall Street, New Haven, Conn. 
80c. 





Books and Brochures Reviewed 


Making The Best Use of Your Insurance 


By GUY B. HORTON, Attorney, National Life 
Insurance Company. Published January, 1936, by 
the Author, Montpelier, Vermont. 169 pages; $2.50. 


“I have prepared this book for that por- 
tion of the public which is to be benefited by 
the insurance money and have confined dis- 
cussion to the real purpose of insurance, 
namely, the protection of others—not tax 
exempting ideas, or how much can be with- 
drawn at the end of five or ten years, or 
how it compares with a bond, or how much 
interest it will earn. My work will not en- 
able an insurance man to sell insurance ex- 
cept as he merits it by a better service in 
helping a client make a wiser use of the 
proceeds of the policies he has. It opposes 
and exposes those underwriters who pursue 
the line of least resistance in getting the 
application or nonchalantly propose fea- 
tures which an experienced lawyer would 
not dare to use in disposing of the policy- 
holder’s estate by will. It does not treat of 
insurance for the benefit of the policyholder, 
though logically it might, because such use 
is comparatively simple and except for cer- 
tain testamentary problems easily disposed 
of. Furthermore, if error is made, the in- 
sured can correct:it and at the most he is 
the principal victim. The duty this book 
tries to pass on to insurance men every- 
where is to look out for those innocent re- 
cipients of insurance who can not help 
themselves.” 

The foregoing paragraph, taken from the 
author’s forward, intrigued this reviewer. 
He read the book thoroughly, and found 
much which in his opinion should be care- 
fully studied by all life underwriters and 
then put into practice. 

Every person who has read the two valu- 
able contributions by Mr. Horton to life in- 
surance trusts, “Life Insurance Trusts, A 
Handbook For The Draftsman,” and “Some 
Legal Aspects of Life Insurance Trusts,” 
will be delighted with his present informa- 
tive work wherein he treats life insurance 
from a different angle, that of the proper 
use of life insurance designed to fit each in- 
dividual case. Again quoting the author in 
his forward: 

“Statement and discussion of principles 
is the method adopted. Human needs are 
unlimited and vary indefinitely. If the 
underwriter knows what insurance can do 
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and has mastered the rules, he can work out 
his own plan. Too much scaffolding obscures 
the structure. A novice relying on blue print 
always will remain second rate; a master of 
insurance settlements needs no chart. By 
right analysis and by study of principles the 
subject can be mastered and the problems 
solved. Incidentally, a thorough analysis of 
the problem will eliminate many weaknesses 
in structure and much crudeness in lan- 
guage and arrangement.” 

Space will not permit us to adequately 
describe the contents of this book which 
takes an unusual departure from the ordi- 
nary fields of life insurance topics. Many life 
insurance underwriters have in the past, 
and some are today, endeavoring to sell life 
insurance as an investment and not as a 
protection and are inclined to use a net 
cost comparison, which is frequently mis- 
leading. They do not realize fully that the 
true cost of life insurance increases annual- 
ly, regardless of the age at which the policy 
is taken out. 

While Mr. Horton does not specifically 
state the above drawn conclusions in his lat- 
est work, this reviewer draws them by in- 
ference and believes that he is correct. 


Money— 

By EDWIN WALTER KEMMERER, Walker Pro- 

fessor of International Finance at Princeton Uni- 

versity. Published 1935, by the Macmillan Com- 
pany, New York. 406 pages. $3.50. 

Dr. Kemmerer is so well known as an 
authority on finance as to need no introduc- 
tion to the readers of TrusT Companies 
Magazine. He has served as financial ad- 
viser to thirteen different countries (in five 
continents) and many other posts of im- 
portance in the monetary world. In his 
article, “Inflation and Stabilization,” pub- 
lished in our November, 1933, issue, he dis- 
cussed the need of a prompt return to a 
gold standard, his opening statement read- 
ing: 

Formally and strictly speaking, inflation is not 

a necessary part of the program of the National 

Recovery Administration. In practice, inflation has 

become interwoven with this program and is part 

of it in the opinion of a large part of the public. 

As a matter of politics, I doubt very much if the 

N. R. A. program in its present form can be car- 

ried through without a considerable amount of 

inflation, although I believe that the best elements 


in that program could be made effective without 
further inflation. 
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“Money” was developed out of a series of 
lectures on money and banking, given over 
a period of thirty years. The book explains 
the fundamental principles of money and 
bank credit and outlines how these princi- 
ples have been exemplified in certain per- 
iods of the world’s monetary and banking 
history. These principles are then applied 
in the light of past experiences to our 
present-day monetary and banking prob- 
lems. 

The historical chapters are presented by 
the “case” treatment method and thus nar- 
rows the historical field covered to a few 
chapters of outstanding importance which 
discuss the subject much more fully than 
does the usual textbook. 

The author, after presenting the history 
of the subjects, does not mince words in 
conveying to the reader his interpretation 
of the facts; for example, the following is 
his conclusion of the chapter, “Other Mone- 
tary Standards”: 


“All in all, under present-day economic and 
political conditions in America, a price level 
anchored to a commodity of universal demand, such 
as gold—a commodity of which there is always 
an enormous marketable supply, and of which the 
annual product is but a petty percentage of the 
world’s accumulated stock—is likely to be much 
more stable and dependable than a price level con- 
trolled by any such mechanism as that of the com- 
modity dollar. Such a dollar may work in a model 
state of a distant utopian future. It would have 
hard sledding in the United States of today.” 


An exhaustive bibliography follows each 
of the fifteen chapters. 


The Problem of Investment— 


By F. I. Shaffner, Ph.D., instructor in economics, 
and tutor in the Division of History, Government, 
and Economics, Harvard University. Published late 
January, 1936, by John Wiley & Sons, Inc., New 
York City. 357 pages. ‘$3.00. 


This book is a critical analysis of the 
present day investment problem, written 
by an economist who has covered a wide 
field of investigation, and as a result he 
presents a comprehensive and _ well-bal- 
anced discussion of the various phases of 
the investment problem. 

The risks that are attendant upon in- 
vestment and the safeguards which have 
been built up to protect the investor are 
discussed in a language that the layman 
can readily understand. 

Dr. Shaffner in his preface to this work 
states in part: 

“Underlying all investment are certain 
economic factors, many of them involving 
risks to the individual security holder much 
more fundamental than superficial reverses 
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would indicate. Every thoughtful investor 
would like not only to conserve his capital, 
but perhaps to increase it. However much 
his faith in the theory of investment may 
have been shaken by market crashes, busi- 
ness failures, corrupt practices as revealed 
by various investigations, or reactions due 
to political intervention, he still wants to 
employ his money usefully. And misfortunes 
are soon washed away, or at least partially 
erased, by the strengthening tonic of eter- 
nal hope. Therefore it is esential to bear in 
mind some of the basic economic aspects 
of investment such as I have attempted to 
analyze in the following chapters. 

“The increasing size and complexity of 
the financial structure of the modern cor- 
poration have both confused the investor 
as to his rights and reduced his individual 
control over the enterprises to which he 
entrusts his funds. Legal developments 
tend to weaken securities formerly believed 
to be impregnable, while in many ways 
strengthening those formerly believed to be 
weak. The changing pattern of depression 
and recovery further requires a new orien- 
tation with respect to investment in general 
and specific types of securities in particu- 
lar. Various things may be done—many of 
them by the investor himself—to cope with 
new risk-engendering situations, and this 
book attempts to appraise them dispassion- 
ately. But the most important thing an in- 
vestor can do for himself is to see clearly 
the nature of pitfalls which confront his 
investment efforts, and as to this I have 
tried to be most explicit.” 

The twenty-two chapters of the book are 
divided into five divisions, as follows: “In- 
vestment Risks In a Dynamic World”; 
“Recent Tendencies In Investment Fi- 
nance”; “The Fallacy of Safety In Mort- 
gage Bonds”; “Business Fluctuations and 
The Investor”; and “The Problem of Pro- 
tecting Investments.” In the concluding 
chapter the author states in part: 

“But as has been emphasized in the text, 
no number of government agencies can pre- 
vent an investor from losing his money if 
he does not personally look after it. Many 
cautious investors have retained their 
funds intact during a period in which no 
protective legislation has been available to 
them, and the passage of such legislation 
will not prevent unwary investors from 
losing their money. Some securities will in 
the future as in the past go bad; and there 
will be fluctuations in general business which 
will affect all securities, though unequally; 
and there will be evasions of any legalistic 
protective safeguards which can be set up.” 





Personnel Changes in Trust Institutions 


ALABAMA 


Mobile—Joseph S. Norton, assistant vice 
president, and E. Ward Faulk, manager of 
the foreign department, have been appoint- 
ed vice presidents of the Merchants Na- 
tional Bank. 

Montgomery—The First National Bank 
has promoted James D. Flowers to assist- 
ant vice president. 

ARIZONA 

Phoenix—The Valley National Bank and 
Trust Company has made H. L. Fletch trust 
officer of that institution. W. R. Mont- 
gomery was also appointed assistant vice 
president. 

ARKANSAS 

Little Rock—J. H. Bowen, formerly as- 
sistant trust officer, has been elected trust 
officer of the Union National Bank. He 
succeeds the late L. J. Gibson. 


CALIFORNIA 


Los Angeles—The California Bank has 
recently appointed J. E. Royall, formerly 
manager of the credit department, to junior 
vice president and J. Kenneth Hull, pre- 
viously head of the real estate loan depart- 
ment, to assistant secretary. 

Los Angeles—L. O. Ivey, vice president 
of the Citizens National Trust & Savings 
Bank, has been advanced to executive vice 
president. Bert Clark, formerly assistant 
to the president of the New York Trust 
Company, has been appointed assistant to 
the president. Other promotions announced 
by the bank are: R. A. Britt, vice presi- 
dent; W. H. Schroder and H. W. Brown, 
junior vice presidents, and W. H. Andrews, 
assistant vice president. 

San Francisco — Herbert V. Alward, 
formerly manager of the branch office of 
the Bank of California N. A., has been 
made a vice president at the main office 
in San Francisco. 

Woodland—A. R. Pearl has been elected 
vice president and Charles W. Day cashier 
of the Bank of Woodland, N. A. 


COLORADO 


Denver—Thomas A. Dines was elected to 
the presidency of the United States Na- 
tional Bank, to succeed Albert A. Reed who 
resigned. Mr. Reed has been asked to re- 
main with the bank as a vice president. 


CONNECTICUT 
Danbury—Adrian A. Skinner has been 
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appointed trust officer of the City National 
Bank and Trust Company. He was form- 
erly in the trust department of the Manu- 
facturers Trust Company, New York City. 

Fairfield—The Fairfield Trust Company 
announces the promotions of E. Ellis Dill- 
iston, formerly secretary and treasurer, to 
vice president; Frederick J. Leiss, former- 
ly assistant treasurer, to secretary; Helen 
I. Dunbar, formerly assistant secretary, to 
assistant treasurer. 

Hartford—Trustees of the Hartford- 
Connecticut Trust Co. on January 16, pro- 
moted nine members of the bank’s person- 
nel as follows: Edwin Marvin, trust officer, 
was promoted to be a vice president in the 
trust department, and Hector C. Prud’hom- 
me, investment officer, was also elected a 
vice president in the trust department. 
Lester E. Shippee was made executive vice 
president and Newton W. Larkum was pro- 
moted from assistant vice president to be 
vice president. Harold E. Read was called 
from the Wethersfield branch to the main 
office as an assistant vice president, being 
succeeded at Wethersfield by Oscar Weg- 
man, who was promoted from auditor to be 
an assistant treasurer. Adolph Holland 
was named an assistant treasurer. Oran 
S. Parker was promoted from assistant au- 
ditor to auditor and Dudley K. Burke was 
named assistant auditor. 

Meriden—Harold F. Merz, who joined 
the Meriden National Bank in August of 
1932 as cashier, has been elected as presi- 
dent of that institution. Mr. Merz started 
his banking career as a messenger at the 
City Bank and Trust Company in 1920, 
advancing through various positions to 
head of the credit department in 1930. 

New Haven — Winfred H. Lockrow, 
formerly auditor, has been appointed vice 
president and Richard T. Jones was made 
auditor of the Union & New Haven Trust 
Company. 

New Haven—Joseph A. Derbacher has 
been recently made an assistant trust of- 
ficer of the Tradesmens National Bank. 

Waterbury—The directors of the Citizens 
& Manufacturers National Bank elected 
Edward O. Goss chairman of the board 
and Lewis H. Reed, formerly executive vice 
president, president of the institution. 


DISTRICT OF COLUMBIA 


Washington—Michael F. Calnan, former- 
ly vice president and cashier of the Liberty 
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National Bank at Washington, D. C., has 
been elected to the presidency. He succeeds 
the late Rolfe E. Bolling. Mr. Calnan has 
been associated with Liberty National for 
17 years, having started his financial career 
with the bank as a utility clerk. 

FLORIDA 

Tampa—R. A. Liggett, formerly assist- 
ant cashier of the First National Bank, 
has been elected vice president of that in- 
stitution. 

Tampa—George B. Howell, vice president 
and trust officer of the Exchange National 
Bank, was elected a second vice president 
of the First Savings & Trust Company. He 
is also a director of the latter institution. 


GEORGIA 


Atlanta—At the annual meeting of the 
First National Bank, J. W. Speas was elec- 
ted vice president of the bank. He has been 
associated with the institution since 1930, 
devoting his entire time to the bank’s bond 
account. 

Atlanta—The directors of the Trust Com- 
pany of Georgia at their annual meeting 
elected the following officers: J. W. Means, 
formerly assistant treasurer, was designa- 
ted assistant vice president; Lloyd B. Hat- 
cher of the investment department. was 
also made an assistant vice president, and 


A. D. Boylston was elected an assistant 


trust officer. Mr. Boylston was formerly 
associated with the Federal Reserve Bank 
of Atlanta for about five years, coming to 
the Trust Company of Georgia in 1925. 
For the past several years he has been as- 
sociated with the trust department. He is 
a member of the bar, having been admit- 
ted to practice in 1934. 
Augusta—Sherman Dawdy, formerly ex- 
aminer of the Federal Reserve Bank of 
Atlanta, has been appointed vice president 
and comptroller of the Georgia Railroad 
Bank & Trust Company. 
IDAHO 
Wallace—Jerome J. Day has been elected 
president of the Wallace Bank and Trust 
Company. He succeeds his brother Harry 
L. Day who resigned on January 15. 
ILLINOIS 
Chicago—The Chicago Title & Trust 
Company has announced that Donald Riley, 
previously vice president and trust officer, 
has been appointed treasurer and _ vice 
president; Chester R. Davis, vice president, 
has been appointed vice president and trust 
officer; and Cassius A. Scranton, formerly 
of the law department, appointed vice presi- 
dent of the title department. 
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Chicago—Mark W. Lowell has been pro- 
moted from second vice president to vice 
president of the trust department of the 
Continental] II- 
linois National 
Bank and 
Trust Com- 
pany. Other 
promotions in 
the bank were: 
Fred M. Naber 
advanced to 
second vice 
president; L. 
T. Kelly, real 
estate officer, 
and O. B. Wal- 
lace, assistant 
cashier. 

Bast St. 
Louis — Paul 
A. Schlafly, 
chairman of the board of the Union Trust 
Company, has been elected president to 
succeed Harry C. Hartkopt, who resigned 
to accept a vice presidency in the Cass 
Bank & Trust Company of St. Louis. C. B. 
Fox was elected chairman of the board. 

Highland—The State & Trust Bank have 
elected A. L. Tschannen, formerly cash- 
ier and trust officer, executive vice presi- 
dent and Orville M. Streiff, formerly as- 
sistant cashier, cashier and trust officer. 
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INDIANA 


Auburn—Philip Carper has been elected 
president of the Gity National Bank. Mr. 
Carper was previously a director of the in- 
stitution. 

Crawfordsville—W. A. Collings, formerly 
cashier of the First National Bank, has 
been elected president, succeeding the late 
Sol Tannenbaum. 

D. A. Groves, formerly assistant cashier, 
has been advanced to the position of cash- 
ier and Lee W. Sinclair has been made as- 
sistant cashier. 

Vincennes—C. L. Wessel has been ad- 
vanced from second vice president to first 
vice president of the American National 
Bank, succeeding the late J. F. Hall. C. L. 
Schaller, formerly cashier, has been ad- 
vanced to the second vice presidency, and 
O. F. Lane has been elected cashier. 


IOWA 
Cedar Falls—W. E. Brown, formerly as- 
sistant cashier of the Union Bank & Trust 
Company, has been advanced to cashier of 
the institution. H. W. Johnson, formerly 
vice president and cashier, resigned. 
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Des Moines—At the annual meeting of 
the directors of the Iowa-Des Moines Na- 
tional Bank & Trust Company, January 14, 
two employees of the trust department, 
Noel T. Robinson and George H. Anderson, 
were made assistant trust officers. 

Sioux City—The First National Bank 
has announced the promotion of the fol- 
lowing: Frederick R. Jones, executive vice 
president; Fritz Fritzson, formerly cash- 
ier, vice president and cashier; J. P. Han- 
ier was appointed vice president; J. R. 
Granning and E. A. Johnson, assistant 
cashiers. 

Sioux City—Charles R. Gossett, formerly 
executive vice president of the Security 
National Bank, has been elected president 
to succeed E. C. Palmer who retired. Other 
promotions in the bank were: Delko Bloem, 
formerly assistant vice president to vice 
president; Daniel B. Severson elected trust 
officer and assistant cashier; Earl Brown, 
previously assistant cashier, named cashier; 
and Albert C. Eckert appointed assistant 
cashier and auditor. 


KANSAS 

Kansas City—Directors of the ‘Commer- 
cial National Bank have elected E. W. Stil- 
well, first vice president, to president. Mr. 
Stilwell succeeds C. L. Brokaw, who was 
advanced to the position of chairman of 
the board to succeed the late M. L. Alden. 

Topeka—J. E. Merriam and F. F. Clinger 
have been promoted to vice presidencies of 
the Central National Bank. Mr. Merriam 
is also a vice president of the Central Trust 
Company of Topeka. L. B. Carson was ap- 
pointed assistant cashier. 

Wichita—B. D. McLean, ommtiee vice 
president of the Fourth National Bank, has 
been elected president by the board of 
directors, succeeding R. C. Clevenger. Mr. 
Clevenger’s future plans have not yet been 
announced. He has served as president of 
the bank since George Hamilton became 
Governor of the Federal Reserve Bank of 
Kansas City and has a wide acquaintance- 
ship among bankers of the Southwest. 

Other promotions in the institution are 
as follows:—L. C. Kelley and H. D. Lester, 
vice presidents; H. A. Funke, formerly as- 
sistant cashier, cashier; and J. M. Lawson 
made first assistant cashier. 


KENTUCKY 
Louisville—P. Booker Robinson and Earn- 
est S. Clarke, Jr., were advanced from as- 
sistant cashiers to assistant vice presidents 
of the Liberty National Bank and Trust 
Company. 


LOUISIANA 


Lake Charles—M. J. Dugan, formerly 
auditor, has been elected assistant cashier 
of the Caleasieu-Marine National Bank. 


MAINE . 
Augusta—John Lee Merrill has been ap- 
pointed vice president of the First National 
Granite Bank. 
MARYLAND 


Frederick—Benjamine L. Shuff, formerly 
assistant cashier and trust officer, has been 
elected vice president of the Farmers and 
Mechanics National Bank. N. Wilson 
Schley was also appointed to the position 
of cashier. 

MASSACHUSETTS 

Boston—Directors of the First National 
Bank of Boston, at their annual meeting on 
January 16, re-elected all the old officers 
and named Roger C. Damon an assistant 
cashier. 

Lawrence—Arthur Sweeney, formerly 
vice president of the Bay State Merchants 
National Bank, has been elected president 
to fill the vacancy caused by the resigna- 
tion of Fred H. Eaton. Mr. Eaton re- 
signed to become vice president and as- 
sistant to the president of the Essex Sav- 
ings Bank. 

Leominster—J. Ward Healey has been 
appointed vice president of the Merchants 
National Bank. He succeeds Duncan F. 
Thayer, who has resigned. 

Southbridge—The Southbridge National 
Bank has chosen George B. Wells as a 
vice president. 


MICHIGAN 


Detroit—The National Bank of Detroit 
announced recently the promotions of the 
following: C. H. Haberkorn, Jr., and James 
J. O’Shea, formerly assistant vice presi- 
dents, to vice presidents; George W. Cilley, 
A. D. Freyol, H. A. Leitnerand, J. R. 
Walsh, formerly assistant cashiers; to as- 
sistant vice presidents; Henry T. Bodman 
and George E. Parker, Jr. were made as- 
sistant trust officers; and Charles Besan- 
con, A. R. Gloncy, Jr., John M. Reichenbach, 
B. C. Schumacher and G. H. Zimmerman, 
to assistant cashiers. 


Flint—The Citizens and 


Commercial 
Savings Bank elected J. E. Borrough, vice 
president, chairman of the board. He will 
also serve in his present capacity as vice 


president. Other elections were: Earnest 
W. Potter and Arthur M. Sarvis, cashier 
and assistant cashier, respectively, to vice 
presidents. 

Flint—C. J. Ross has been appointed 
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vice president of the National Bank of 
Flint. 

Ionia—W. Y. Templeton has been ap- 
pointed cashier of the State Savings Bank. 


MINNESOTA 

Duluth—The following changes were 
made in the personnel of the Minnesota Na- 
tional Bank at the recent annual meeting 
of the directors, on January 18: W. F. Mc- 
Lean was advanced from cashier to a vice 
president; J. E. Brown, an assistant cash- 
ier, was named to succeed Mr. McLean as 
cashier; J. R. Colbeck, heretofore trust 
officer, was elected vice president and trust 
officer; H. S. Peyton, formerly assistant 
trust officer, was elected assistant vice 
president and trust officer, and J. C. Buck- 
ley was elected an assistant cashier. 

Little Falls—John H. Schutz, formerly 
chief examiner of the Minneapolis loan 
agency of the RFC, was appointed vice 
president and cashier of the First National 
Bank. 

MISSISSIPPI 

Laurel—John H. Thichens has been ap- 
pointed vice president of the Commercial 
National Bank and Trust Company. 


MISSOURI 


Carthage—John N. March, formerly 
cashier of the Bank of Carthage, has been 
elected vice president of that institution. 
He succeeds F. B. Williams. 

St. Louis—W. G. Rule, assistant vice 
president of the Boatmen’s National Bank, 
was elected a vice president at the meet- 
ing of the board and seven new officers 
were elected. The new officers are: Arthur 
F. Boettscher, made assistant vice presi- 
dent; Fred E. Blomberg, Julius W. Schwaig 
and Clement T. Kelly, assistant cashiers; 
George Stolz, real estate loan officer, and 
Clarence D. Cowdery and Edgar H. Bohle, 
assistant trust officers. 


NEW JERSEY 


Asbury Park—J. Scott Branson has been 
recently appointed trust officer of the Sea- 
coast Trust Company. 

Bound Brook—The Bound Brook Trust 
Company announced the election of John 
H. McMurray as vice president, Lindley S. 
Hurff as secretary and treasurer and G. 
Emery Drake was chosen assistant trea- 
surer. 

Burlington—Clyde E. Freehafer, former- 
ly vice president and treasurer, was elected 
president and treasurer and George T. 
Dold and Daniel A. Dixon were elected 
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vice presidents of the Burlington City Loan 
& Trust Company. 

Camden—Russell L. Sammis was recent- 
ly made secretary and assistant treasurer 
of the Camden Safe Deposit and Trust 
Company. 

Camden—Frank C. Sayrs, vice president 
of the West Jersey Trust Company, has 
also been elected chairman of the board. 

Elizabeth—Clarence R. Sandford has 
been appointed president of the Elizabeth- 
port Banking Company. JHe _ succeeds 
Charles D. Doctor who remains as chair- 
man of the board. 

Elizabeth—Walter H. Wetton, vice presi- 
dent and trust officer of the National State 
Bank has retired, due to ill health. He 
was connected with the bank for more than 
44 years. Having started his career as a 
messenger in 1891. He was named vice 
president and trust officer in 1933. 

Franklin—Sussex County Trust Company 
elected Walter S. Brown, previously ex- 
ecutive vice president, president of the bank. 
He succeeds Bushnell Bigelow who has re- 
cently resigned. R. C. Shelton was ap- 
pointed trust officer in connection with his 
other duties as assistant secretary and as- 
sistant treasurer. 

Hackensack—Oreste L. Cassi, Jr., form- 
erly assistant trust officer of the Peoples 
Trust Company of Bergen County, has 
been elected to the office of trust officer, 
succeeding in that position Frank Vree- 
land, vice president, who has been given 
charge of the real estate and loans. Bleeker 
R. Williams was appointed assistant trust 
officer; Walter J. Mundt made auditor; and 
Joseph A. Flottio was appointed assistant 
manager of the Teaneck office. 

Haddonfield—Ephriam T. Gill was ap- 
pointed president and Robert Y. Garrett Jr., 
vice president, secretary and treasurer of 
the Haddonfield trust company. 

Irvington—John R. Franke of Irvington, 
a real estate man, has assumed the presi- 
dency of the Irvington Trust Company. He 
was elected by the directors to succeed 
Joseph Walker, resigned, who will remain 
on the board of directors. Adam J. Ross- 
bach, formerly assistant vice president of 
the bank, was elected a vice president. 

Kearney—William H. Anderson, cashier 
and trust officer of the First National Bank 
and Trust Company, has resigned his posi- 
tion with the bank to enter the real estate 
business. 

Jersey City—John E. Westervelt was ap- 
pointed assistant treasurer and Robert F. 
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Wolff appointed comptroller of the Trust 
Company of New Jersey. 

Moorestown — Charles C. Roberts has 
been made assistant secretary of the Bur- 
lington County Trust Company. 

Morristown—Clarence E. Beddow, form- 
erly secretary, has been named secretary 
and treasurer of the American Trust Com- 
pany, George W. Melick was relieved of 
the duties of treasurer but will devote his 
entire time to his duties as vice president. 

Mt. Holly—The Farmers Trust Company 
has appointed John Black vice president of 
the institution. He succeeds Robert W. 
Carter. 

Newark—The Howard Savings Institute 
has announced the following changes in it’s 
official staff; Henry B. Roy, formerly as- 
sistant trust officer, appointed secretary; 
Clarence Slater made assistant secretary; 
Henry G. Atha retired as chairman of the 
board and William H. Rutter as vice presi- 
dent. Both Mr. Atha and Mr. Rutter con- 
tinue to serve on the board of managers. 

New Brunswick—Charles L. McKeag has 
been appointed second vice president and 
Roy Latham was made assistant secretary 
and treasurer of the New Brunswick Trust 
Company. 

Newton—At a recent meeting of the 
board of directors of the Sussex & Mer- 
chants National Bank, Dr. Blase Cole, 
State Senator, was elected president. He 
succeeds vice-chancellor H. T. Kays who was 
re-elected chairman of the board. Other 
appointments were: Robert V. Armstrong, 
a director, elected vice president; Frank 
B. Boss, formerly vice president and cash- 
ier, elected vice president; Edgar H. Doug- 
las, formerly assistant cashier, elected 
cashier. 

Plainfield—At the annual meeting of the 
board of Directors of the Plainfield Trust 
Company all 

officers of the 
bank were re- 
elected and 
Omer T. Hous- 
ton was elected 
to the position 
of trust officer. 
Douglas Davis, 
vice president, 
who has been 
in charge of 
the trust de- 
partment for 
the past 15 
years will con- 
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executive. Mr. Houston has had a wide 
experience in the banking and trust field, 
starting his career in Miami, Florida in 
1921. He was admitted to the bar after 
his graduation from the Hamilton Law 
School, Chicago. 

Passaic—S. Eugene Lindstamer was 
elected trust officer recently of the Passaic 
National Bank. 

Paulsboro—William G. Thompson, form- 
erly vice president, was elected president of 
the First National Bank and Trust Com- 
pany. He succeeds the late E. P. Henry. 
Harry G. Huber was appointed vice presi- 
dent of the bank. 

Pitman—The First National Bank has 
elected Joseph M. McGowan president of 
the institution to succeed the late George 
W. Carr. Henry G. Deardorff was also pro- 
moted to the position of vice president. 

Princeton—The First National Bank has 
announced the appointments of John P. 
Poe, previously assistant to the president, 
and Edward H. Frohling, formerly cashier 
to the positions of vice president. Raymond * 
V. Cortelyou was made cashier. 

Red Bank—Arthur Gibb has been elected 
trust officer of the Second National Bank 
and Trust Company. 

Riverside—The Riverside Trust Company 
has appointed Alexander P. Bright as vice 
president. 

Roebling—Louis H. Keifer has been ap- 
pointed assistant trust officer and assistant 
cashier of the First National Bank. 


NEW YORK 

Amsterdam—J. E. Voorhees, formerly 
cashier of the Farmers National Bank, has 
been named president of that institution. 
F. R. Goller succeeds Mr. Voorhees as 
cashier. 

Binghamton—The Marine Midland Trust 
Company has announced that Robert B. 
Guy, previously assistant secretary, has 
also been appointed assistant trust officer 
and Earl E. Hardy appointed assistant 
treasurer. 

Brooklyn—The Kings County Savings 
Bank has elected Arthur E. Delmhorst sec- 
ond vice president to succeed the late S. A. 
Coykendall. Mr. Delmhorst is a member of 
Whitehouse & Co. Orrin R. Judd, treasurer, 
was elected secretary and a trustee to suc- 
ceed James R. McLaren, who was appointed 
to the Finance Committee. 

Buffalo—Neil D. Callanan has been ap- 
pointed assistant secretary of the Manu- 
facturers and Traders Trust Company. 

Cuba—C. L. DeKay, director since 1914, 
has been elected vice president of the Cuba 
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National Bank, succeeding the late D. P. 
Snyder. Mr. DeKay is president and gen- 
eral manager of the firm of Prosser & De- 
Kay, and will take no part in the active 
management beyond the part of an advisor. 

Elmira—M. Y. Smith, vice president, is 
retiring this month after 42 years of service 
as an officer of the Frst National Bank & 
Trust Company. He is being succeeded by 
Roy B. Delo, who has been cashier. 

Freeport—John K. Eldridge, chairman of 
the board, was elected president of the 
First National Bank & Trust Co. at the 
adjourned reorganization meeting January 
21 . He succeeds William F. Kraft, Jr., who 
resigned just prior to the annual stock- 
holders’ meeting. All other officers were re- 
elected. 

Floral Park—David Hill, president of the 
First National Bank and Trust Company, 
has been appointed cashier of the bank 
also. He will serve in the place of Walter 
I. Sherman who has resigned. 

New York—At the meeting of the board 
of directors of the Bankers Trust Com- 
pany, January 21, the following appoint- 
ments were made: E. J. Hossfield, formerly 
assistant treasurer to assistant vice presi- 
dent, and J. A. Machado, Jr., to assistant 
secretary. 

New York—At the trustees meeting of 
the Title Guarantee & Trust Company, 
John F. Kelsey, formerly assistant treas- 
urer, was elected an assistant vice presi- 
dent, William C. Kammerer was elected an 
assistant secretary. F. V. S. Parr, Jr., was 
elected an assistant trust officer in Brook- 
lyn and Alexander E. LaPointe and Charles 
E. Swope, assistant trust officers in the 
New York offices. 

New York—Guaranty Trust Company of 
New York announces the appointment of 
the following officers: Edward Donlan, Jr., 
assistant trust officer; David E. Lynn, as- 
sistant real estate trust officer; John S. 
Malick, assistant secretary; and Dale E. 
Sharp, formerly an assistant secretary, as 
assistant trust officer. 

New York—James W. Hole was appointed 
an assistant trust officer of Lawyers Trust 
Company at the regular monthly meeting 
of the board of directors. Mr. Hole has 
been manager of the transfer and regis- 
trar department of the company for the 
past ten years and will continue to be in 
charge of that work. 

New York—At a meeting of the Board 
of the Commercial National Bank & Trust 
Company, held January 16, John F. Sulli- 
van was named assistant trust officer. 

Peekskill—F rederick L. Pugsley has re- 
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cently been made trust officer of the West- 
chester County National Bank. 

Pleasantville—The Mt. Pleasant Bank & 
Trust Company has announced the follow- 
ing promotions: Seabury C. Mastick, for- 
merly first vice president, elected president 
succeeding Bertram H. Carmer, who was 
elected chairman of the board; Henry L. 
Romer, elected first vice president and 
Clark E. Dixon, formerly trust officer and 
treasurer, appointed vice president and sec- 
retary, and Horace Hogle, Jr., advanced 
from assistant treasurer to treasurer. 

Rochester—Schuyler C. Wells, Jr. ap- 
parently enjoys the distinction of being 
the first vice trust officer in the country. 
Security Trust Company of Rochester 
elected him to that position in January and 
thereby added a new title to the somewhat 
limited trust vocabulary. William H. 
Stackel is the trust officer of that institu- 
tion, having served continuously in that 
capacity for more than thirty years. Mr. 
Wells had been assistant trust officer prior 
to his recent promotion. 

Troy—Several changes were made in the 
personnel of the Manufacturers National 
Bank, at the directors recent annual meet- 
ing, Chauncey W. Cook, was elected presi- 
dent to succeed the late William F. Seber, 
while Frank B. Twining was elected chair- 
man of the board of directors, and William 
C. Feathers, formerly chairman of the 
board, was made chairman of the executive 
committee. Other officers appointed and 
promoted were: J. Don Welch, executive 
vice president, a new position; Robert L. 
Wells and Cleveland V. Childs, vice presi- 
dents; Henry B. Van Denburgh, assistant 
vice president, formerly assistant cashier; 
Joseph P. Delaney, formerly assistant cash- 
ier, promoted to cashier; Alden M. Cran- 
dell, promoted from auditor to comptroller, 
a new office; Louise K. Ward, trust officer; 
Harold M. J. Lewis and Ear! Ives, assist- 
ant cashiers; and James L. Cronin, assist- 
ant trust officer, another new office. 

Warsaw—T. G. Lindstrom, former Hack- 
ensack, N. J., banker, has been elected vice 
president of the Wyoming County National 
Bank. 

Westbury—John J. Kuethen, former vice 
president, was elected president of the 
Wheatley Hills National Bank to succeed 
Francis P. Garvan, who resigned. Francis 
P. Garvan, Jr., was elected a director to 
succeed his father and a vice president to 
replace Mr. Kuethen. 


NORTH CAROLINA 
Winston-Salem—The following changes 





TRUST COMPANIES 


in the staff of the trust department of the 
Wachovia Bank & Trust Company have 
been announced: A. H. Eller, vice president 
and trust officer, who for many years has 
headed the affairs of the trust department, 
and under whose direction the department 
has grown from a small business, handled 
by one person, to its present position, was 
elevated to the position of vice president 
and chairman of the trust committee. Mr. 
Eller will continue to-act as the executive 
head of the trust department, and in ad- 
dition will be chairman of the trust com- 
mittee and trust investment committee. 
Richard G. Stockton, who for a number 
of years has been vice president and as- 
sociate trust officer, was elected to the 
position of vice president and trust officer. 
In this capacity, he will act as the opera- 
ting head of the trust department. Mr. 
Stockton has been with the trust depart- 
ment of the Wachovia since 1922. Charles 
F. Matton and Coleman C. Walker were 
elected assistant trust officers. Mr. Mat- 
ton has been with the institution a num- 
ber of years, and was formerly assistant 
manager of the bond department. Mr. 
Walker came with Wachovia in 1932. Both 
men are engaged in investment analysis 
work for the trust department, and are 
for the investment 


the operating heads 
functions, working under the trust invest- 
ment committee. 


OHIO 

Cincinnati—At the annual meeting of the 
directors of the Fifth Third Union Trust 
Company on January 14 Edward W. Nip- 
pert was elected an assistant trust officer. 
Other officers were renamed. John J. Rowe 
is president of the institution. 

Cincinnati—William D. Knox, vice presi- 
dent of the Central Trust Company has 
also been elected cashier of the bank to fill 
the vacancy in that position caused by the 
death of Joseph F. Klein. 

Cleveland—The Central United National 
Bank has announced that Arthur C. Knight, 
trust officer in the estates trust department 
and J. P. Hance, assistant vice president, 
have been made vice presidents; R. B. 
Whitney, assistant vice president, made 
trust officer; F. C. Fulton and W. A. Hiles, 
assistant trust officers, promoted to assist- 
ant vice presidents, and W. C. Wray of 
the corporate trust department was ad- 
vanced to assistant trust officer. 

Columbus—M. M. Martin has been pro- 
moted from assistant cashier to assistant 
vice president. 

Steubenville—H. E. McFadden, formerly 
vice president and cashier of the National 
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Exchange Bank & Trust Company, has 

been elected president of that institution. 

He succeeds the late Thomas J. Sherrard. 
OKLAHOMA 

Oklahoma City— Hugh M. Johnson, 
formerly chairman of the board of the 
First National Bank and Trust Company, 
has been elected president of the bank to 
succeed the late Frank P. Johnson. Charles 
W. Gunter, formerly vice chairman, has 
been appointed vice president. 

Tulsa—C. T. Everett, formerly vice 
president of the First National Bank and 
Trust Company, Muskogee, Oklahoma, re- 
signed his place with that bank to accept 
a position as vice president of the National 
Bank of Tulsa. 

OREGON 


Portland—Harry L. Claterbos, who has 
served as manager of branches of First 
National Bank of Portland at The Dalles, 
Pendleton and Union, has been appointed 
permanent manager at the last-named 
branch. 

Portland—Directors of the United States 
National Bank at their annual meeting on 
January 14, re-elected the old officers and 
promoted L. B. Staver, for the past ten 
years an assistant in the probate section 
of the bank’s trust department, to be an 
assistant trust officer. 

Portland—John B. Ebinger has accepted 
a position with the trust department of 
the First National Bank. He was formerly 
a lawyer engaged in practice at Tillamook, 
Oregon. 

PENNSYLVANIA 

Allentown—John Leh, Sr., has been elect- 
ed president of the Merchants National 
Bank, to succeed Dr. Francis O. Ritter, who 
resigned to retire from active business. He 
has been made Chairman of the Board. 

Boyerstown—Joseph Gerhard has been 
made a second vice president of the Na- 
tional Bank and Trust Company. He suc- 
ceeds the late Horace K. Boyer. 

Dallastown—H. M. Raab was elected 
president of the First National Bank and 
Trust Company of Dallastown at the an- 
nual reorganization. Mr. Raab succeeds J. 
C. Heckert, who died during the year. 

Duquesne—John C. Meighen, treasurer of 
the City of Duquesne, has been chosen vice 
president of the Duquesne Trust Company 
of Duquesne, to succeed Homer G. Williams 
who resigned that office, but will continue 
on the board of directors. 

Harrisburg—M. Clyde Sheaffer, former 
first deputy secretary of revenue, has joined 
the Harrisburg Trust Company and Harris- 
burg National Bank as tax consultant. Mr. 
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Sheaffer will assist the trust department 
on tax problems as well as advising the 
bank’s customers. 

New Castle—Frank H. Hoyt has been 
elected a vice president of the Citizens Na- 
tional Bank. 

Philadelphia—Daniel H. Blizzard has 
been appointed an assistant cashier of the 
Philadelphia National Bank. 

Pittsburgh—The Union Trust Company 
has announced the following elections: E. 
Donald Hayes, formerly secretary, ad- 
vanced to vice president; Everett H. Pixley 
made an assistant vice president; Raymond 
Ross appointed assistant treasurer; John 
P. Woods elected manager of the bond de- 
partment; W. W. Titus made manager of 
the safe deposit department; and Frederick 
Gwinner III appointed manager of the in- 
vestment department in the trust depart- 
ment. 

Pottsville—Attorney Vincent J. Dalton, 
prominent member of the Schuylkill County 
bar, was named president of the Union 
Bank and Trust Company. 

Rochester —John H. Mellor has relin- 
quished his position as cashier of the First 
National Bank after 36 years of service in 
that capacity. Mr. Mellor will continue in 
his duties of vice president, a position he 
has held for the past seven years. 

Somerset—Milton J. Pritts, for a num- 
ber of years president of The County Trust 
Company of Somerset, was made chairman 
of the board at the annual election. Charles 
J. Harrison, Jr., was elected president; Dr. 
Theodore Straub and Robert G. Dickson, 
vice presidents; Roger W. Glessner, secre- 
tary and treasurer, and Robert A. Frease, 
assistant treasurer. 

Somerset—John I. Scull has been elected 
president of the First National Bank of 
Somerset. A few weeks ago he was elected 
president of the Somerset Trust Company, 
taking the place of his late father, George 
R. Seull. He has served as vice president 
at both institutions. 

Washington—Ernest M. Furbee, former- 
ly assistant cashier, has been chosen a vice 
president of the Citizens National Bank. 

Washington—Dr. John B. McMurray has 
been elected president of the Washington 
Union Trust Company, succeeding the late 
John M. Spriggs. Dr. McMurray had been 
vice president. 

RHODE ISLAND 

Providence—The Blackstone Canal Na- 
tional Bank has elected Charles B. Mc- 
Gowan as vice president and trust officer. 
Mr. McGowan was formerly vice president 
and assistant trust officer. 
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Providence—J. Burton Hibbert who has 
been vice president of the Rhode Island 
Hospital National Bank of Providence and 
of the Rhode Island Hospital Trust Com- 
pany has been raised to the presidency of 
both institutions, it was announced yester- 
day. Mr. Hibbert succeeds the late Thomas 
H. West, Jr. In addition to Mr. Hibbert’s 
election to the presidency, both banks an- 
nounced several other promotions. Preston 
H. Gardner, vice president of the trust 
company in charge of the trust department, 
was made chairman of the board of direc- 
tors of that bank. William S. Innis, vice 
president of the two banks, was elected 
first vice president of both institutions. 
Lincoln E. Barber, assistant secretary of 
the trust company and assistant cashier of 
the national bank, was named vice presi- 
dent of each, Frederick B. Kimball and 
Preston F. Arnold, assistant trust officers 
of the trust company, were promoted to 
trust officers. R. Foster Reynolds, assist- 


ant manager of the Woonsocket office of 
the trust company, was elected an assist- 
ant trust officer, as were Philip B. Sim- 
onds, Jr., and Harold J. Field. Edwin F. 
Morgan was made assistant secretary of 
the trust company and manager of the sav- 
ings department. Directors of the national 


bank named Edwin F. Morgan an assist- 
ant cashier. Stockholders of the trust com- 
pany, prior to the meeting of the board of 
directors, elected Mr. Innis and Raymond 
H. Trott as new directors. Mr. Trott is 
vice president of the bank in the trust 
department. 
TENNESSEE 

Knoxville—William Rule has accepted a 
position as assistant to R. L. Huff, presi- 
dent of the Commercial Bank & Trust Com- 
pany. Mr. Rule was vice president of the 
East Tennessee National Bank, now the 
Park National, and for the last eight 
months has been connected with the Ham- 
ilton National Bank of that city. 

Memphis—Gratz Brown and Miss Addie 
Carver have been made assistants to Mr. 
James L. Ross, trust officer of the National 
Bank of Commerce. 

Memphis—James F. Hunt, former bank 
examiner, has been elected assistant vice 
president of the Union Planters National 
Bank & Trust Company. 

Nashville—Charles Nelson, former ex- 
ecutive vice president of the Nashville 
Trust Company, has been elected to the 
presidency of that institution to succeed 
H. G. Hill, who has been named chairman 
of the board. 

Nashville—At the Third National Bank, 
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D. W. Johnston and Sam M. Fleming, as- 
sistant cashiers, were promoted to the po- 
sition of assistant vice president; G. A. 
Puryear, Jr., S. H. Hunt and Claude M. 
Jarman were named assistant cashiers. 

Nashville—At the directors meeting of 
the American National Bank, P. J. Murphy 
was elected assistant vice president and 
G. F. Cole, Jr., assistant cashier. 

Nashville—J. R. Kellam, formerly assist- 
ant cashier of the Broadway National 
Bank, has been elected assistant vice presi- 
dent and John J. Tucker has been ap- 
pointed assistant cashier. 

TEXAS 

Dallas—Texas Bank and Trust Company 
has elected E. O. Terry, former vice presi- 
dent and president of the First National 
Bank of Newton, president of the institu- 
tion. F. H. McMurray was appointed as- 
sistant cashier. 

Dallas—H. Y. Scurlock, formerly assist- 
ant vice president, has been elected vice 
president, and F. C. Carter Jr., W. B. 
Landress and Paul Latham have been 
made assistant cashiers. 

Dallas—The Dallas Bank and Trust 
Company has elected Dexter Hamilton, 
general counsel, a vice president. W. B. 


Gilbert, formerly head of the credit depart- 
ment, assistant cashier. 


Houston—Robert F. Ford was recently 
elected president of the San Jacinto Na- 
tional Bank at a meeting of the board of 
directors. Mr. Ford succeeds A. R. Cline, 
who resigned to form the Cline Trust & 
Securities Company, which will be located 
in Houston. R. V. Moise was elected a vice 
president of the bank. He was formerly 
cashier of the bank. 

Houston—The Guardian Trust Company 
has announced the election of J. S. Whit- 
worth as trust officer. He was formerly 
assistant vice president. 

San Antonio—The Alamo 
National Bank has promoted 
T. H. Harvin to vice presi- 
dent and W. C. Herpel to 
cashier. 

San Antonio—A. D. Meckel | 
and C. R. Spearman have 
been appointed assistant vice 
presidents of the National 
Bank of Commerce. 


UTAH 


Salt Lake City—The First 
National Bank has elected 
Val A. Browning of Ogden 
president of the institution. 


Smith. 


CARLOS S. HOLCOMB 
He succeeds the late Jesse N. Newly elected vice president, First elected 


National Bank of Hartford, Conn. 
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VERMONT 

Middlebury—The National Bank of Mid- 
dlebury has elected Phelps N. Swett, pre- 
viously vice president, president of the bank. 
Charles I. Button was chosen vice president 
and Herbert F. Easton was made assistant 
cashier. 

Montpelier—Burton E. Bailey has been 
appointed vice president of the Capital Sav- 
ings Bank and Trust Company. 

St. Albans—The Welden National Bank 
has elected Judge J. W. Redmond president 
and counsel for the bank. He succeeds the 
late E. C. Smith. 

VIRGINIA 

Richmond—Howard A. Holland, graduate 
of the law school of the University of Vir- 
ginia, has been elected assistant trust officer 
of the Central National Bank. He passed the 
Virginia state bar in 1925, and comes from 
the trust department of the Chase National 
Bank of New York. 

Roanoke—The promotion of J. H. Mat- 
thews, cashier, to vice president and cashier 
of the First National Exchange Bank; and 
promotions of E. E. West and S. M. Hudson 
to assistant cashiers have been announced 
by directors of that institution. 

WASHINGTON 

Spokane—The Old National Bank and 
Union Trust Company has announced that 
Claud L. Smith has advanced from auditor 
to vice president. 

Spokane—The Washington Trust Com- 
pany has promoted Richard Stejer to assis- 
tant cashier. 

WEST VIRGINIA 

Parkersburg—J. G. Williams has been 
elected president of the Peoples National 
Bank. He succeeds H. J. Lockhart, the late 
President of the institution, who died in 
1935. Herbert S. Boreman and George A. 
Stevenson were elected vice presidents of 

the bank and H. C. Work was 
named assistant cashier. — 


WISCONSIN 


New Richmond — William 
H. Ryan, formerly vice presi- 
dent of the First National 
Bank of Rice Lake, has been 
appointed vice president and 
executive officer of the Bank 
of New Richmond. 


Reedsburg—W. H. Hahn 
has resigned his position as 
vice president and cashier of 
the Reedsburg Bank. Her- 
man C. Miller, formerly as- 
sistant cashier, has been 
cashier and_ trust 
officer. 
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CANADA 


Windsor, Ontario—Following the annual 
meeting of the Guaranty Trust Company of 
Canada, held in Windsor, the election of the 
following officers and directors of the com- 
pany was announced: chairman of the board, 
A. F. Healy; president, E. Blake Winter; 
vice presidents, E. M. Proctor, B.A.Sc.; W. 
D. Roach, K.C., and T. Walker Whiteside, 
K.C.; general manager and secretary-treas- 
urer. 

Montreal, Quebec—Announcement was 
made that H. J. Knubley, J. C. Kelly and 
C. D. Cornell have been appointed assistant 
general managers of the Montreal Trust 
Company. 


Ann Arbor Consolidation Officers 


Rudolph E. Reichert, State Banking Com- 
missioner of Michigan, announced on Janu- 
ary 29 that he had offered his resignation 
to Governor Frank D. Fitzgerald. 

Mr. Reichert is leaving his post to assume 
the presidency of the Ann Arbor Savings 
& Commercial Bank, a merger of the Farm- 
ers & Mechanics Bank, Ann Arbor Savings 
Bank and First National Bank & Trust Com- 
pany. The presidents of the three merged 
banks, Fred T. Stowe, William L. Walz and 
Robert F. Gauss, respectively, were elected 
vice-presidents of the new bank at the or- 
ganization meeting February 15. Mr. Stowe 
was also made cashier. 

Alfred F. Staeb, Courtney A. Maulbetsch, 
Norman A. Ottmar, and Irwin Stool, all of 
whom have been associated with the three 
banks for many years, were chosen assistant 
cashiers. 


Southern Regional Bank Conference 


Local banks have received invitations from 


the American Bankers Association. The 
Southern Conference on Banking Service 
will be held under A. B. A. auspices at Mem- 
phis, Tenn., March 26 and 27, as one of the 
series of regional meetings to aid in develop- 
ing banking service along sound lines and 
in promoting public understanding and co- 
operation with banks. President Fleming 
will preside at the general sessions. 

The Memphis conference will be held at 
the Peabody Hotel and will embrace bankers 
from the following states: Alabama, Arkan- 
sas, Florida, Georgia, Kentucky, Louisiana, 
Mississippi, North Carolina, Oklahoma, South 
Carolina, Tennessee and Texas. 


Unemployment Insurance and 
Trust Estate Employees 


The Attorney-General of New York 
State issued an opinion January 27, in con- 
nection with returns by fiduciaries concern- 
ing employees of estates administered by 
them, holding that contributions were not 
required in such cases to the Unemploy- 
ment Insurance Fund. The text of the 
opinion follows 


The trust company employs its own help. The fact 
that they are assigned to work in the several estates 
of which it is trustee should not be a ground for 
exempting them from liability under the statute. The 
trust company stands in the legal relationship of em- 
ployer to all those employed by it. Therefore, it is 
clear that it must report payroll information and 
make payment of contributions required, based upon 
the wages or salaries of its officials or employees. 

However, there may be some basis of distinc- 
tion with respect to such employees who are 
peculiarly attached to the properties of a par- 
ticular estate and whose employment represents 
an essential and exclusive occupational service 
such as a superintendent or janitor and the like, 
distinct from the services of the trust company 
as such. Based upon such an employment alone 
or an employment of less than four in number, 
there would not be required contributions under 
the Unemployment Insurance Act. A trustee of 
this individual estate only would not be liable 
under such circumstances. 

The common or professional trustee in a paral- 
lel case, as to such type of employee, acting for 
the same estate should be entitled to the same 
consideration. 


However, no general exemption should be accorded 
to trust companies or professional trustees and while 
an individual trustee of a particular estate might not 
be liable for contributions under the Unemployment 
Insurance Law because of the limited number of em- 
ployees thereof, still a common trustee holding itself 
out to the public as rendering a service, with large 
personnel, would be liable in the care and manage- 
ment of estates generally, insuring its employees for 
such. Its responsibility as a common trustee, engaged 
in business as such, is distinguishable from its func- 
tion a a trustee of a particular estate. 


The New York Financial Advertisers re- 
cently elected Kenneth M. Murchison, vice 
president of the Central Savings Bank, New 
York, as president. He succeeds E. Bird Wil- 
son, head of the Edwin Bird Wilson, Inc. 

Other officers elected were: Fred R. Ker- 
man, business extension manager of Public 
National Bank & Trust Company of New 
York, first vice president; Alden B. Baxter, 
of Banking, second vice president; Malcolm 
Davis, of Bankers Magazine, secretary, and 
Miss Dorcas Campbell, East River Savings 
Bank, treasurer. 





Developing New Trust Business 


‘‘Write-A-Will”” Week Campaign Cooperative Educational Work 
of Trust Institutions, Life Insurance Companies, and Attorneys 
Supported by Local Newspapers 


The residents of San Angelo, Texas, and 
the surrounding territory became will con- 
scious during the “Write-a-Will” week cam- 
paign conducted, during the week of Janu- 
ary 19, through the cooperative efforts of 
trust institutions, life insurance companies, 
attorneys and local newspapers. Four life 
insurance companies carried a total of ten 
advertisements in the San Angelo Standard- 
Times, San Angelo Morning Times, and 
San Angelo Evening Standard. The First 
National Bank and San Angelo National 
Bank carried display advertisements. Trust 
officers, attorneys, and life underwriters 
addressed the Kiwanis, A. B. C., Lions, 
Round Table and Rotary Clubs. The news- 
papers devoted 218 inches of space to twelve 
news items and contributed three timely 
editorials supporting the movement. The 
mayor issued the following proclamation: 


Proclamation 


WHEREAS, we, the American people, are bene- 
ficiaries under the Will of Divine Providence, and, 
as such beneficiaries have inherited from our 
Creator and our forefathers many blessings, not 
the least of which are free opportunities under a 
republican form of government in a democratic 
country; and in the exercise of our rights as true 
American citizens, it has been the good fortune of 
most of us to acquire for ourselves and our loved 
ones some of this world’s goods, and; 

WHEREAS, it becomes the duty of every worthy 
citizen who has been so blessed, in his capacity as 
a good steward, to use the same care and dili- 
gence in arranging for the disposition and con- 
servation of his property for his loved ones, or for 
benevolent or charitable causes, after his death, 
as he exercised in acquiring that wealth during 
his lifetime, and; 

WHEREAS, it is the right of every competent 
citizen to make his last will and testament and 
decree how his property shall be disposed of at his 
death ; 

NOW, THEREFORE, I, Jose L. Tweedy, Mayor 
of the City of San Angelo, Texas, do hereby pro- 
claim the week of January the nineteenth to 
twenty-fifth inclusive “Make-A-Will Week” and 
respectfully call upon our citizens to cooperate to 
make that week one in which the attention of our 
people will be focused upon their respective needs 
for wills, the danger of procrastination relative 
thereto, and the recognized fact that every person 
with property should give due and careful consid- 
eration to a well-drawn will, based upon sound 
legal advice. 

Witness my hand this 18th day of January, 
A.D. 1936. JOSE TWEEDY, 
Mayor, City of San Angelo, Tom Green County, 

Texas. 
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The San Angelo Life Underwriters’ 
Association announced on January 6 that 
they would cooperate with leaders of other 
organizations in sponsoring the movement, 
the announcement reading in part: 

“During that week civic units here will 
bring emphasis upon the importance of 
writing wills, pointing to the advantages 
of leaving estates with sufficient liquid por- 
tions for settling outstanding obligations 
and payment of taxes, and leaving the 
balance in a safe income extension plan.” 


Newspaper Items 


“Have you an estate, large or small? Are 
you interested in its intelligent disposition, 
according to your wishes, after your death? 
Would you not, as an old saying goes, turn 
over in your grave if you knew it was be- 
ing quarreled over in the courts, like a bone 
among hungry dogs?” Fifteen interesting 
questions followed, the last of which read: 


Q. An invalid bachelor with a small estate has 
for years lived with a devoted elder sister. She 
eares for him tenderly and during his lifetime 
manages his estate. He dies, leaving no will. There 
are other survivors: five nephews and nieces, the 
children of a dead brother. He has never seen the 
children. In the absence of a will, does the devoted 
sister get the estate? 


Another news item presented fifteen 
questions and answers on problems involv- 
ing the writing of wills, of which the fol- 
lowing is an example: 


Q. How, under the law, could a person having 
a million-dollar estate to dispose of, bequeath 
$100,000 to a charitable or educational institution, 
and save $27,000 in taxes? 

A. Answer to this question should be carefully 
computed by a capable tax expert or a capable 
attorney who has made an especial study of the 
tax laws under the law prior to January 1, 1936. 
A $100,000 gift can be made to members of the 
family and a gift tax paid on it, and make a net 
saving of approximately $27,000. This is not exact- 
ly accurate under the present law, but a testator 
can make gifts to charitable institutions and the 
gift will not be taxed, but will reduce the gross 
estate by the amount of the gifts and it will take 
a lesser rate the lower it is reduced. 


Subjects Discussed Before Clubs 
Even if a person dies without leaving a 
will, the laws of Texas ordinarily will pro- 
vide for fair and equitable distribution of 
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his estate, but it is better in the vast ma- 
jority of cases to have the manner in which 
the estate passes to the heirs definitely de- 
fined in a will. This was the message to the 
Kiwanis Club by Louis D. Gayer, attorney, 
in an address on “Why Make a Will?” 

No will has a brother. Although two 
persons may make wills containing identical 
language, except for names used, the appli- 
cation and effect of the two instruments in 
their final results will not be the same in 
every respect, said Joe Mays, San Angelo 
attorney, speaking before the American 
Business Club. 

After Mr. Mays gave in detail the man- 
ner in which wills are made, outlined rea- 
sons why the purposes of wills vary, and 
other kindred subjects, he stated: 

“The primary purpose in making a will 
should be to confer the maximum benefit 
upon the persons named in the will as bene- 
ficiaries, with a minimum of delay, loss, 
expense and embarrassment.” 

“Life insurance affords protection from 
heavy taxation for one’s estate,” Emette 
Westbrook, trust officer of the Central Na- 
tional Bank, told members of the Lions 
Club, in stressing the importance of insur- 
ance in creating an estate and also protect- 
ing an accumulated estate, concluding: 

“Then, choose one of the three trust de- 
partments in your city, discuss the matter 
and necessity of making a will and a trust 
for your insurance with those in charge, 
and feel assured of the fact that in either 
place to which you go, you will receive 
every assistance that we are capable of 
rendering. When you have done this, take 
the matter to your own attorney and dis- 
cuss with him just as freely as you did 
with us your wishes, to the end that he may 
prepare for you a will and trust fully pro- 
tecting your loved ones.” 


Business and Legal Knowledge 


“Although both are essential, business 
ability is more essential in the administra- 
tion of estates or trusts than legal ability,” 
F. L. Hargis, district manager for the Jef- 
ferson Standard Life Insurance Company, 
told the Knights of the Round Table. 

“The ideal situation,” Mr. Hargis as- 
serted, “is attained by naming a bank with 
a well-organized trust department as ex- 
ecutor or trustee under the will. A great 
advantage here is that there is closer co- 
operation between the banks and the law- 
yers, accountants and insurancé men, thus 
making it possible to obtain an efficient and 
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economical administration of the estate or 
trust.” 

Mr. Hargis then concisely explained the 
superiority of trust department services to 
those of an individual and stressed the de- 
sirability of testators talking to trust offi- 
cials before drawing or changing their wills. 


The Tax Levy on Estates 


“In framing the estate and inheritance 
transfer laws, legislators have recognized 
the right of the taxpayer to avoid unneces- 
sary taxes. By using foresight in the dis- 
tribution of one’s estate, one can save large 
percentages of estates,” F. R. Barney, trust 
officer of the San Angelo National Bank, 
told members of the Rotary Club. 


Mr. Barney’s talk was the last of the 
series of educational addresses to service 
clubs given during “Write-A-Will Week.” 

The 1935 Federal Estate Tax Act was 
deplored by the speaker, who, charging the 
law with severity, alleged the particular 
tax was “spelled with a small ‘t’ and a big 
wy b By ” 

“It provides much lower exemptions, no 
credit for state tax and assesses painfully 
higher rates—17 per cent, for instance, on 
one block as against 3 per cent in the 1926 
Act,” Mr. Barney declared. 

In concluding his address, Mr. Barney 
stated: 

“Substantial savings in income taxes can 
also be effected in many cases by using the 
trust plan. 

“The federal gift tax law should also be 
given due consideration by every property 
owner. The rates were made lower than 
the federal estate tax rates to encourage 
owners of large estates to distribute part 
of their property before death. This can be 
done in trust or by direct gifts, but is not 
practical in all instances. 

“Many plans -have been offered in the 
past for the avowed purpose of saving 
taxes; some have worked well and some 
have worked hardships on the owners of 
the property or their beneficiaries because 
of later changes in laws or subsequent 
events which could not be foreseen when 
original arrangements were made. Some 
plans have stood the test of time and are 
practical, sound and comparatively simple 
to adopt. Every person should seek the 
soundest advice possible from reliable 
sources in planning the disposition of his 
estate and should employ a competent law- 
yer to draw his will.” 
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Editorials 


Time was when people waited until they 
believed they were near the end of their days 
to write a will, directing the disposition of 
their property. The result was that in many 
cases the final distribution was at variance 
with the real desires of the testator, and that 
courts and lawyers were beneficiaries in 
large measure. This was usually because 
testimony was given that the maker of the 
will was not of calm and reasoning mind, or 
was influenced by persons attending the last 
illness. * * * 


It is much better for a man to employ a 
competent lawyer to draw his will than it is 
for his family or other heirs to have to pay 
lawyers and court costs in defending their 
right to property. And it is also better for 
the will to designate a corporate institution 
as executor rather than to put the responsi- 
bility on a widow. There was perhaps once 
the thought that to fail to designate a wife 
and mother to carry out the wishes of a 
husband and father showed a lack of confi- 
dence and love, but this has long been 
brushed aside by sad experiences. 


A widow is often easy prey for the slick 
stock salesman or grafters of any and every 
sort, and while some women have ability 
gained from experience in the business 
world, to withstand such attacks, many do 
not, and property that should carry a man’s 
family through the years following his pass- 
ing goes to unscrupulous persons who take 
advantage of the inexperience or trustful- 
ness of the survivors. 


There are men and women who have no 
families, or who having families are pos- 
sessed of enough property to justify a desire 
to give some portion to a worthy cause or 
institution. The making of a will in such 
cases is imperative, and the document should 
be drawn by a person fully acquainted with 
the laws governing descent of property so 
that the purpose of the testator may not be 
nullified or thwarted. 


Making a will today is one of the duties 
incumbent on every citizen who has even a 
small share of this world’s goods. It is the 
sensible and certain way to insure the or- 
derly disposition of an estate and is a proper 
precaution against possible wasting of what 
has been accumulated in a lifetime. This 
week should see wills drawn by every for- 
ward-looking person and the doing of it 
looked on not as a preparation for death but 
as a business-like action. 


From Editorial San Angelo Evening Standard. 


A Perfect Will 


Mr. and Mrs. W. C. Dunlap, residing on a 
ranch in Terrell county, have willed their 
ranch to the Baptist General Convention, 
asking only that the church give them a de- 
cent burial when they pass on. They will con- 
tinue to operate and enjoy the revenue from 
the property until their demise. The Rev. W. 
Y. Pond, who has preached at the Baptist 
Churches here, reported the will being 
signed. 

The good that these people do cannot be 
interred with their bones. It will live on to 
bless Texans in the good that the church can 
do. The knowledge that their property can 
serve others after they have gone should add 
happiness to declining years of the giv- 
ers. Here’s a perfect will in observance of 
““write-a-will week,” in that it is legal, ex- 
emplifies good business judgment and must 
give the donors considerable personal satis- 
faction. 

Editorial San Angelo Evening Standard. 


What Is A Will? 


Webster’s New International Dictionary of 
the English Language thus defines a will: 
“The legal declaration of a person’s 
mind as to the manner in which he would 
have his property or estate disposed of 
after his death; the written instrument, 
legally executed, by which a man makes 
disposition of his estate to take effect 
after his death.” 

There you have a pretty fair outline of the 
objectives of Write-a-Will Week. First, it 
would set people to thinking about the man- 
ner in which they would dispose of their 
property, much or little. Second, it would im- 
press upon them the fact that this matter 
and manner of disposition of property would 
go for naught unless they make quite certain 
that they have legally executed a written in- 
strument setting forth in detail just how it 
is to be done. 

Many a man has built up an estate, either 
in real or personal property or life insurance, 
sufficient to support his widow and educate 
his children, after his death, only to have all 
his fond dreams blown into atoms because he 
failed to execute a proper will. The average 
life of such estates, it is said is about three 
years. A little more careful planning, the 
drawing up of a will giving in detail how the 
estate is to be handled, would spell the dif- 
ference between ease and protection and 
misery and distress. 

A properly executed will not only makes 
certain that the property will be disposed of 
as its creator intended, but it shuts off fam- 
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ily and inter-family disputes and prevents 
long-drawn-out and expensive litigation. 
From Editorial San Angelo Morning Times. 


Who WILL Receive Your Property? 


Your will is one of the most important 
documents of your life! It provides for the 
distribution of your entire property EXACT- 
LY as you wish it to be apportioned. 

Your will, to be effective in its direct dis- 
tribution, must consider the many uncertain- 
ties and contingencies that become prevalent 
after your demise. And who is better 
equipped to foresee these happenings than a 
competent attorney, one who has a direct 
touch with the procedure of the court when 
a will is either unwritten or ineffectively 
drawn? And you will might better have been 
left unwritten than be incomplete or ineffec- 
tive! 

In most cases an estate can be less expen- 
sively and more effectively handled by a trust 
company, or some other trustworthy institu- 
tion, such as a bank. But remember: by a 
will, and only by a will, can you be assured 
of correct distribution. 

Text of newspaper advertisement of Jefferson 


Standard Life Insurance Company. 


Who Will Handle Your Estate? 


The question of management of your prop- 
erty after you are gone is the most impor- 
tant element in the preservation of an es- 
tate, regardless of size. 


“What should be done with care perform TODAY ; 
Dangers unthough: of will attend DELAY.” 
REUAMIN FRANKLIN 


The Law Cannot See With YOUR Eyes 
-Nor Give With YOUR Heart... 


Have Your Lawyer 
Draw Your Will 
and provide protection for your family 
m 
Name This Bank as Your 


Executor or Trustee... 


We believe that the collective judgment of the of- 
ficers and directors of any bank in San Angelo is su- 
perior to that of any individual, however capable, in 
coping with the many problems incident to estate 
management. 


DIRECTORS 
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The First National Bank of San Angelo 
has been acting as executor and administra- 
tor of West Texas estates, both large and 
small, for many years. 

Consult us about your will and the service 
which this bank has to offer in connection 
with provisions which should be made a part 
of your will which not only can add to the 


value of your estate, but help preserve it. 
Text of newspaper advertisement The First Na- 
tional Bank, San Angelo, Texas. 


We believe that the collective judgment of 
the officers and directors of any bank in San 
Angelo is superior to that of any individual, 
however capable, in coping with the many 


problems incident to estate management. 
Excerpt from newspaper advertisement San An- 
gelo National Bank. (See cut.) 





Barney Commends Plan for Its Effectiveness 


F. R. Barney, assistant trust officer, 
San Angelo National Bank stated: 

The recent “Write a Will’ week cam- 
paign conducted in this city, in co- 
operation with the local newspaper, 
proved to be well worth the little effort 
required to carry it out. Our insurance 
men, attorneys and banks all contributed 
generously of their time and efforts to- 
ward making it a success. 

I have just called eight different at- 
torneys and they all tell me that they 
have written or discussed wills with 
clients whose interest they attribute 
largely to the recent publicity. I have 
yet to talk to a lawyer who was not 
heartily in accord with the plan. It did 
much to promote the goodwill of the 
legal profession toward the banks. It 
is needless to say that it was also well 
received by the insurance men. 

We think it did much to focus the 
attention of the readers of the paper on 
their respective estate problems. Of 
course, aggressive solicitation by mail 
and by personal contact is necessary if 
the banks are to profit to any extent by 
the publicity. In many places, the radio 
would also serve further to get the mes- 
sage over. 

The organization of the plan was 
comparatively simple. At the suggestion 
of the publisher, we arranged a meet- 
ing of the local trust officers, a lawyer 
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and a representative of the Life Under- 
writers Association. We outlined our 
plans, decided the topics to be discussed 
and the best speakers to present them 
to the different clubs. Whereupon the 
mayor issued a proclamation. We con- 
tacted the clubs and engaged the speakers. 
You will notice that a life underwriter 
spoke for the banks and a trust officer 
on insurance; all emphasized the im- 
portance of legal advice. 

We recommend the plan for its effec- 
tiveness here and its adaptability to 
other localities. 


Westbrook Reports Increased Interest 


Emmette Westbrook, trust officer, Central 
National Bank, stated: 

We have what is considered a very 
healthful climate. People are thoroughly 
imbibed with the idea that they will live to 
a ripe old age without exception, and there- 
fore have never given very serious thought 
relative to the final disposition of their es- 
tate. However, the “Write a Will” week 
campaign conducted in our city in January, 
in our opinion, has been the means of more 
thought being given to this matter by the 
general public than any other means which 
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has been used during our experience in this 
city. 

We have had inquiries from people who 
appear to be considering seriously having 
their will drawn at an early date. Our at- 
torneys report several inquiries or discus- 
sions relative to will making. 


Pleased With Results 


F. L. Hargis, District Manager, Jefferson 
Standard Life Insurance Company said: 

The writer was the representative of the 
Underwriters’ Association on the commit- 
tee and spoke before a civic club in favor 
of “Corporate Executor and Trusteeship.” 
The trust officer of one of the local banks 
spoke before another civic club on “The 
Necessity of Life Insurance in an Estate.” 
The trust officer of another bank discussed 
“The Importance of Guarding Against Ex- 
cessive Inheritance Taxes, etc.” The news- 
papers cooperated by giving all of our ac- 
tivities very favorable publicity. 

The response by the public has been very 
gratifying. I personally know of several 
wills that have been written as a direct re- 
sult of our campaign. I am sure the attor- 
neys, the trust companies and the life in- 
surance men of our city have profited and 
will continue to profit to a very great extent 
on account of the work done. 





Diary of Trust and Banking Transactions Introduced as Journal 
—Displaces Mystery Surrounding Services 


Taking a leaf from the diary of the fa- 
mous Samuel Pepys, The Union & New 
Haven Trust Company, New Haven, Conn., 
issued February 15, an eight-page Journal 
which takes the public “behind the scenes” 
in banking and interprets the day-by-day 
activities of The Trust Company in terms 
which any one can understand. 

In an introductory note to the first is- 
sue, W. Perry Curtiss, President, says: 
“Sometimes we wonder if banks and bank- 
ers have not allowed themselves to become 
so preoccupied with the day’s task that they 
have insufficiently acquainted their custom- 
ers and the public generally with the true 
nature of banking. Quite frequently some 
one will ask questions or take actions which 
indicate that, to many people, banking and 
trust services are still mysterious. 

“To remove, in some small part, this mys- 
tery; to take you ‘behind the scenes in 
your bank’; to give you some idea of how 
this institution plays a daily part in the 


economic life of the community; and to re- 
flect the spirit in which our Directors, Offi- 
cers, and Staff undertake their duties and 
responsibilities—this Journal of day-by-day 
activities of The Union & New Haven Trust 
Company is dedicated.” 

The Journal is 7% in. x 4% in. in size 
with 2 columns to the page with items un- 
der each business day, each day’s report is 
separated by a straight line rule. A number 
of examples which give special reference to 
trust services follow: 

January 8 Wednesday 
Regular meeting of the Trust Com- 
mittee: Purchases and sales of 53 
items of securities for 30 trust accounts 
approved. In the course of a year, such 
transactions will total several million 
dollars. Many of these orders are exe- 
cuted through local brokerage houses. 

The Trust Company, of course, acts 

merely as agent, receiving no commis- 

sion on either sales or purchases. * * * 
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Today the total of funds held in trust 
stood at $79,919,702. 


January 9 Thursday 

Regular meeting of the Trust Com- 
mittee, devoted almost entirely to re- 
viewing securities held in trust ac- 
counts. This work of analysis never 
ceases. As often as necessary, every 
trust account is reviewed by the Trust 
Committee after special analysis by the 
Statistical Department. 


January 10 Friday 


Today two of our officers spent the 
day outside inspecting real estate, 
mortgages on which are held in trust 
accounts. Here again, as with invest- 
ment securities, constant and systema- 
tic supervision is necessary. * * * Re- 
covery note: The amount of bookkeeping 
done in the Trust Department on the 
first working day each January, when a 
vast amount of semiannual income is 
received and credited, usually provides 
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an illuminating index to investment 
prospects and business conditions. This 
January 2 the number of postings was 
23 per cent larger than a year ago. 
This means that more companies are 
paying dividends, more bonds are pay- 
ing interest, more real estate is yield- 
ing rentals and more mortgages are 
up-to-date on interest and amortiza- 
tion payments. * * * 


January 21 Tuesday 


Today an estate administration ac- 
count totaling 40 pages of typed manu- 
script was filed with a Court of Probate 
in connection with the settlement of an 
estate. There was property, both real 
and personal, in four States, and many 
complicated legal, administrative, and 
accounting problems were involved. 


January 23 Thursday 


Regular meeting of the Trust Com- 
mittee: The Statistical Department re- 
ported on the number of purchases and 
sales of securities made through brok- 
ers during 1935. Investment manage- 
ment is the very heart of trust service. 
Therefore, holdings in trust accounts 
must be vigilantly and _ constantly 
supervised. Securities can not be put 
away in the vault and forgotten. 
Rather, when it appears in the best 
interest of the trust account either to 
sell or buy, the Trust Committee so 
orders. 


The back cover is devoted to interesting 
information regarding the “Estates and 
Wills of Famous People.” Both front and 
back covers carry an attractive colored bor- 
der with the title “Journal” and the In- 
dividual’s estate is described on the back 
cover also in color. 





New Englanders Make Sure 


and 
State 


In a letter to “Our Customers 
Friends” Allan Forbes, President 
Street Trust Company, Boston, stated: 

A recent analysis of all estates over 
$25,000 that were probated in this section 
during a two-year period showed that over 
91 per cent of the owners had made Wills. 
This figure is significant in that it shows 
that New Englanders wish to distribute 
property according to their own desires, 
and to stipulate who will be responsible 
for the settlement of their estates. 

A few comments regarding Will-Making 
are given on the inside pages of this letter. 
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Directory of 
LEGAL CONTRIBUTING EDITORS 


The following attorneys, recognized authorities on fiduciary law, are collab- 
orating with TRUST Companies Magazine to provide succinct digests of the most 
pertinent current decisions affecting fiduciaries. The case reports published in 
the succeeding section are selected and briefed at the discretion of the attorneys 
reporting from their respective States: 


CALIFORNIA: Walter L. Nossaman—Trust Counsel, Security-First National Bank of 
Los Angeles 


COLORADO: Montgomery Dorsey—Hughes & Dorsey, Denver 


GEORGIA: Pope F. Brock—Spaulding, Sibley, Troutman & Brock, Atlanta; Counsel for 
Trust Company of Georgia 


ILLINOIS: R. J. Frankenstein, Jr.—Chapman and Cutler, Chicago; Counsel, Harris Trust 
& Savings Bank 


INDIANA: Leo M. Gardner and William H. Krieg—Jones, Hammond, Buschmann & 
Gardner, Indianapolis; Counsel for Indiana State Bankers Association 


MARYLAND: John C. Cooper, Jr.—Venable, Baetjer & Howard, Baltimore. 


MASSACHUSETTS: Guy Newhall—Attorney-at-law, Lynn; Reporter and Lecturer for 
Corporate Fiduciaries Assn. of Boston. 


MICHIGAN: Shaeffer and Dahling—Detroit, Counsel for Union Guardian Trust Company 


MINNESOTA: James E. Dorsey—Junell, Driscoll, Fletcher, Dorsey & Barker, Minne- 
apolis; Counsel for First National Bank & Trust Company, Minneapolis 


MISSOURI: Edgar H. McCulloch—Thompson, Mitchell, Thompson & Young, St. Louis 


NEW JERSEY: J. Fisher Anderson—Counsellor-at-law, Jersey City, Counsel, New 
Jersey Bankers Association 


NEW YORK: David Kelly—Mitchell, Taylor, Capron & Marsh, New York; Counsel for 
City Bank Farmers Trust Company. 


NORTH CAROLINA: Irving Carlyle—Manly, Hendren & Womble, Winston-Salem 
OHIO: Raymond T. Sawyer—Counsel, The Cleveland Trust Company, Cleveland 
OREGON: Earl S. Nelson—Griffith, Peck & Coke, Portland 

PENNSYLVANIA: R. M. Remick—Saul, Ewing, Remick & Saul, Philadelphia 
TEXAS: Robert Ring—Counsel, Houston Land & Trust Company, Houston 


WASHINGTON: Charles T. Donworth—Donworth & Donworth, Seattle; of Counsel for 
Seattle Trust & Savings Bank. 


WISCONSIN: Ralph M. Hoyt—Bottum, Hudnall, Lecher, Michael & Whyte, Milwaukee 








Court Decisions 





Accounting — Form of Probate Ac- 


counts. 


Massachusetts—Supreme Judicial Court 
Merrill v. Everett, 1936 A. S. 299. Decided Jan- 
uary 29, 1936. 


It is not essential to the legality of a pro- 
bate account that the minute disbursements 
be set out at length. There may be reason- 
able condensation rather than encumbrance 
of the records with a mass of minor specifi- 
cations. If the parties interested desire 
greater particularity of statement they can 
take preliminary steps to obtain it; and on 
demand can require the accountant to prove 
the details at the hearing. 


Apportionment of Stock—Allotment 
to Life Tenant of Portion Repre- 
senting Accumulated Earnings. 


Pennsylvania—Orphans’ Court, Phila. County 
Daily’s Estate, 24 D. & C.—Decided Nov. 15, 1935. 

Pennsylvania—Supreme Court 
Hostetter’s Estate,—Pa.—181 Atl. 567. 
Nov. 25, 1935. 


Decided 


Two recent opinions by courts of this 
Commonwealth respecting the apportion- 
ment of stock between income and principal 
have, under a different set of facts but to 
the same effect, extended the application of 
that heretofore known as the ‘“Pennsyl- 
vania Rule.” 

That slightly first in point of time is the 
opinion of Stearne, J. for the court in banc 
of the Orphans’ Court of Philadelphia 
County in Daily’s Estate. There a trustee 
had discretion either to sell stock and dis- 
tribute the proceeds or to distribute the 
stock in kind. The trust having terminated, 
he elected the latter form of distribution 
and the court held that such an election on 
his part did not “operate to preclude the 
life tenant’s estate from securing its pro- 
portionate share of the stock represented by 
the value of the accumulated income accrued 
in the lifetime of the life tenant and re- 
flected in the value of the stock about to 
be distributed.” 

During the time that the stock was held 
by the trustee, it was established without 
contradiction that the gain or increase in 
the intact value of the stock “. . . was due 
to the accumulated earnings of the parent 


company and its subsidiary companies which 
were not distributed as dividends to stock- 
holders .. .” 

In arriving at his logical conclusion, the 
learned Judge, speaking for the court in 
banc, reference was first made to the three 
rules generally in effect in various juris- 
dictions 

“One of the most illuminating opinions 
upon the theory of stock apportionment be- 
tween capital and income is found in the 
opinion of Chief Justice Pennewill of the 
State of Delaware, in Bryan v. Aikin, 10 
Delaware Chancery Reports 446. There are 
three separate theories variously applied in 
the several states respecting apportion- 
ment of stock betweenincome and principal: 


Massachusetts Rule 
“This is solely a rule of convenience. 
All cash dividends go to income and all 
dividends of stock pass to principal. No 
consideration is given as to the source of 
the dividend. 


American Rule 


“All net earnings accumulated out of 
net profits during the life tenancy, if 
declared as dividends, are given to the 
life tenant unless the principal of the 
trust is impaired. 


Pennsylvania Rule 


“This is known as a rule of equity, and 
is adopted by a large majority of the 
states. It is really the American Rule 
duly extended. Not only is the life tenant 
entitled to such dividends, whether in 
cash or stock, but he is otherwise entitled 
to receive his proportion of accumulated 
income even in the absence of a declara- 
tion of a dividend where the stock is sold, 
or otherwise dealt in, and the enhanced 
value of such stock is due to such accumu- 
lations. 

“In the instant case it is conceded that 
had the trustees sold the stock and were 
distributing the proceeds, the Pennsyl- 
vania Rule would apply. In the circum- 
stances of this case, all of the accumu- 
lated income would have gone to income, 
because accumulated in the lifetime, and 
which the capital left intact. To again 
emphasize the problem, does the fact that 
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the stock passes in kind, and remains un- 
sold, prevent the application of the prin- 
ciple?” 


Reference was made to the leading cases 
here during the past seventy-eight years 
since Earp’s Appeal in 1857, concluding 
with a quotation from the leading case of 
Nirdlinger’s Estate, 290 Pa. 457 (1927) 
wherein a portion of the language of Mr. 
Justice Kephart concluded as follows: 


“There is not one single element of 
justice that speaks for the corpus of the 
estate to take the earnings. The mere fact 
that it is earned and retained by the com- 
pany should not prevent the life tenants 
from ultimately receiving it unless that 
receipt does harm to the corpus (intact 
value) of the estate.” 


Buist’s Estate, 297 Pa. 537 was distin- 
guished, and the court concluded: 


“This to our minds is the answer to the 
problem submitted: it is a question of tes- 
tamentary intent. Testator gave the IN- 
COME to his son; testator’s capital was 
invested in the corporation; the capital 
earned income; the corporation happened 
NOT to have distributed this income by 
way of dividends, but chose to retain and 
withhold it; the trustees in turn, with 
stock so enhanced in value elected NOT 
to sell; under such circumstances, despite 
the form, the life tenant should not be 
deprived of this income, and the stock 
should not go to the remaindermen, so 
enhanced in value, contrary to testator’s 
direction. 

“We are quite aware that this decision, 
if sustained, goes beyond any reported 
cases. We believe, however, it is in accord 
with the direction of the Supreme Court. 
We further recognize that this places an 
additional burden of care and responsi- 
bility upon a fiduciary (and in fact the 
court) in distributing assets upon ter- 
mination of a trust. However, the Penn- 
sylvania Rule of apportionment is not one 
of convenience, but of equity.” 


The prophetic tone of this opinion found 
almost immediate answer in an opinion 
handed down a few days later by Mr. Jus- 
tice Kephart speaking for the Supreme 
Court of Pennsylvania in Hostetter’s Estate. 
There under a deed of trust executed in 
1920 the trustee had from time to time sold 
rights to subscribe for additional stock 
allotted to the trust estate for the total sum 
of $17,250. At the time of the audit be- 
fore the court below out of a total 
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of 1,645 shares of stock thus held, it was 
found that the retention of 1,304 shares 
would represent the original intact value of 
the stock plus the amount thus expended 
for the acquisition of additional stock, and 
the remaining 341 shares were distributed 
to the life tenant. While the point is not 
emphasized, the stock in this case had not 
been sold. “Instead of selling it they allotted 
the stock in kind to the life tenant.” This 
action of the court below was affirmed by 
the Supreme Court, which in concluding its 
opinion stated: 


“It would be manifestly unfair to the 
life tenants to hold this stock in the 
trustee’s possession for the remainder- 
men, since it had been issued on accumu- 
lated surplus brought about by the earn- 
ings of the company. It would be a greater 
wrong if the life tenants were compelled 
to add $17,250 to the value of the shares 
remaining in the corpus before securing 
the stock, since that would make a total 
value of $136,761 for remaindermen. In 
giving to the life tenant the surplus 
shares over that necessary to keep the 
value of the shares at the level at tes- 
tator’s death plus that amount expended 
for purchase of the additional shares, no 
harm was done to remainder interests. 
The corpus of the estate must be credited 
with the amount taken therefrom for the 
purchase of the stock, $17,250, and this 
new intact value must be preserved for 
the benefit of the remainder; but it is 
reflected in the value of the stock now 
remaining with the trustee, namely 1,304 
shares at $91.65 a share, or $119,511.60.” 


Thus one step further and very possibly 
the final step has been taken by the courts 
in this jurisdiction in extending to its 
logical conclusion the principle first em- 
phasized in Nirdlinger’s Estate supra. 





Claims—Liability of Heirs 
Wisconsin—Supreme Court 


Banking Commission of Wisconsin v. Best, 264 
N.W. 176. Decided December 3, 1935. 


One Bertha Froemming died intestate on 
August 26, 1931, owning stock in a state 
bank. Her estate was duly administered and 
closed on March 30, 1933, by final decree 
assigning the stock to her heirs. Two 


months later the bank failed and an assess- 
ment was levied upon the stock, which had 
not been transferred to the heirs on the 
books of the bank but remained in the name 
of the deceased. An action was commenced 
directly against the heirs to recover the 
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assessment and they demurred to the com- 
plaint on the ground that the sole remedy 
of the Banking Commission was to reopen 
the estate and file its claim. 

The court held that Section 313.24 of the 
Wisconsin Statutes, authorizing the filing 
of claims which are not yet due at the 
time the original period for filing expires, 
applies only to claims that fall due while 
the estate is still open. Since the claim in 
the case at bar did not accrue until after 
the estate was closed, the action was prop- 
erly brought directly against the heirs, 
without reopening the estate. 


Claims—Liability of Devisees 
Wisconsin—Supreme Court 
Schafer v. Bellin Memorial Hospital, 264 N. W. 
177. Decided December 3, 1935. 

One D. J. Williams died testate on De- 
cember 23, 1931, owning certain bank stock. 
In probate proceedings upon his will the 
time for filing claims was limited by court 
order to April 29, 1932. A Wisconsin statute 
provides that a claim which falls due after 
the expiration of the time limited for filing 
claims may be filed at any time within one 
year after it becomes due. The bank failed 
on June 18, 1932, and an assessment upon 
the bank stock became automatically pay- 
able at that date. The estate was closed by 
final decree September 27, 1932, and was 
distributed among the devisees, except that 
they refused to accept the bank stock. The 
Banking Commission thereafter brought 
suit directly against the devisees for the 
assessment. 

The court held that since the statute 
above mentioned contemplates that the 
claimant whose cause of action accrues after 
expiration of the time for filing claims 
shall have a full year in which to present 
his claim to the county court, and this year 
was shortened to three months in the case 
at bar by the closing of the estate, the 
claimant was entitled to sue the devisees 
directly, under another statute which gives 
such right if the creditor shows that he has 
not been able “with due diligence” to en- 
force his claim against the estate itself. 


Compensation—Excessive Compensa- 
tion Allowed by Probate Court to 
Administrator Reduced. 

Massachusetts—Supreme Judicial Court 
King v. Grace, 1936 A. S. 415. Decided February 
5, 1936. 
An Executor delayed the settlement of 
an estate alleging a pending suit. The 
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accountant came in as attorney for the 
residuary legatee to force the executor to 
file an inventory and account and later to 
give a bond with sureties. He also defended 
the suit above referred to and had it dis- 
missed. He then discovered that the execu- 
tor had appropriated money of the estate 
to his own use and was penniless. The 
executor was removed and the accountant 
appointed administrator de bonis non. 
He spent a great deal of time investigating 
to discover what assets there were and 
what had become of them and went to the 
Supreme Court twice in his efforts to 
charge the executor and hold the bonding 
Company (Murray v. Mass. Bonding, etc., 
Co., 283 Mass. 15; King v. Murray 286 
Mass. 492). In the end, after four years 
of work, including the services of his law 
partner, he increased the estate by $78,- 
284.87. The Probate Court allowed him 
$25,000 as compensation. 

Held: this was excessive; $18,000 should 
be allowed as a just and reasonable charge. 

Held also: that in these proceedings the 
work done by him prior to his appointment 
as administrator could be included in deter- 
mining his compensation, without the neces- 
sity of a separate claim, as it was all di- 
rected to one end. 


Composite Trust—Taxation As an 
Association Under the Revenue 
Act of 1928. 


United States Circuit Court of Appeals, Second Circuit. 
Brooklyn Trust Company, as Trustee, v. Commis- 
sioner of Internal Revenue, (2d) ' 
Decided January 6, 1936. 


By declaration of trust dated April 22, 
1929, the Brooklyn Trust Company created 
its “Composite Fund, Series A” under 
which it was provided that the Trust Com- 
pany would receive from itself, in its capac- 
ity as trustee of personal trusts, trust funds 
to be deposited in the Composite Fund for 
investment. The Fund was divided into 
units of a face value of $100 each. Depos- 
its in the Fund were made only by the 
Trust Company acting as trustee under in- 
struments which specifically permitted such 
deposits. Upon the making of a deposit the 
Trust Company issued to itself, as trustee 
of the particular trust whose funds had 
been deposited, a certificate of ownership 
stating the number of units of the Fund 
secured by such deposit. These certificates 
were made assignable to other trusts held 
by the Trust Company and were redeem- 
able in cash at the option of the Trust 
Company or the holder. Provision was 





TRUST COMPANIES 


made for computing the net value of the 
Fund and the certificates. The Trust Com- 
pany had no financial interest in the Fund 
and received no compensation for manag- 
ing it, other than its commissions for acting 
as trustee under the trusts whose funds 
were so deposited. It had unlimited dis- 
cretionary power of investment of all 
moneys deposited in the Fund and power to 
vote stock, issue proxies and exercise pow- 
ers in respect of stock or other securities 
held by the Fund. Statements showing the 
investments and the status of the Fund 
were sent out each month on behalf of 
trusts the funds of which were invested in 
the Composite Fund. The Fund was man- 
aged by a committee of the Trust Com- 
pany’s officers and directors, who met once 
or twice a week. Changes in investments 
were made to meet changed conditions. 
The Commissioner of Internal Revenue 
asserted a deficiency in income taxes for 
the year 1930 against the Trust Company, 
as trustee of the Composite Fund, basing 
it on the theory that this was an associa- 
tion within Section 701(a) (2) of the Rev- 
enue Act of 1928 and Treasury Regula- 
tions 74, Art. 1312, 1314. The Board of Tax 
Appeals sustained the Commissioner’s de- 
termination. Decision affirmed in opinion 


by Manton, C. J., wth a dissenting opinion 
by A. N. Hand, C. J. 

The opinion seemed to turn on the fact 
that active management was required. The 
court stated: 


“The large investment here in the various types 
of securities required active management. To keep 
such funds invested in securities to the best ad- 
vantage was to engage in business in the fullest 
sense. * * * The fact that there is but one trustee 
does not preclude the finding that an association 
exists between the investors and their trustee, or 
among the investors alone.” 


Trust Deeds—Constitutional Law— 
Necessity of Recording Notice of 
Breach One Year Prior to Sale. 


California— 

Brown v. Ferdon, 91 Cal. Dec. 190, 

(2d) , Decided Jan. 28, 1936. 

HELD: Civ. Code 2924%% enacted 1933 
effective August 20, 1933, requiring that, in 
order to enable beneficiary to recover de- 
ficiency judgment, notice of breach and elec- 
tion to sell must be recorded one year before 
date of sale (Instead of 3 months, as be- 
fore) inapplicable to instruments executed 
before effective date of act, and would be 
unconstitutional if so applied. 


Cal. 
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Trust Deeds—Constitutional» Law— 
Applicability to Pre-Existing Trust 
Deeds of Requirement as to Ap- 
praisal. 

California— 

Central Bank of Oakland v. Proctor, 91 Cal. Dec. 

197, Cal. (2d) , Decided Jan. 28, 

1936. 

HELD: Code of Civ. Proc. 580a enacted 
1933 effective August 20, 1933, requiring 
when deficiency judgment after sale under 
trust deed is sought that plaintiff set forth 
in complaint and court find fair market 
value of property at date of sale, that 
court on application of either party appoint 
appraiser to determine such value and can- 
not render judgment for amount in excess 
of difference between such value and total 
indebtedness, inapplicable to deeds of trust 
executed before effective date of act. 


Indemnity—Validity of Agreement 
by Guardian to Indemnify Broker. 


New York—Court of Appeals 
Delafield v. Barret New York 
ary, 1936. 

Defendant, Livingston, guardian of in- 
fant plaintiffs, had agreed to indemnify 
defendants, Barret et al., constituting the 
brokerage firm of Spencer, Trask & Com- 
pany, against any claims which might be 
made by the infants for investing the in- 
fants’ funds in securities other than those 
in which a guardian is permitted by law to 
invest. The agreement had been drawn by 
the guardian’s attorney to induce Barret to 
invest the funds, who thereupon undertook 
the investment of the funds. He invested 
portions of the funds in securities other 
than those in which a guardian is permitted 
by law to invest. The appeal involved the 
question whether Barret was entitled to 
recover over from the guardian, by virtue 
of the indemnity agreement, the amount re- 
covered by the infant plaintiff from Barret. 
The Appellate Division had held that the 
agreement was void and unenforceable. 

HELD: That the agreement was valid 
and enforceable by Barret against the 
guardian. 

The court stated that the statute prescrib- 
ing what investments may be made by a 
guardian does not prohibit other invest- 
ments; the investment by a guardian in 
securities not specified by statute is neither 
a tort nor a crime and, therefore, public 
policy does not require the court to hold 
the agreement void. The court distinguished 
the case from those where a party must 
rely upon his own fraud or wrong to re- 


, Janu- 
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cover and from those involving a contract 
to commit a tort. 

By way of dictum, the court stated that, 
in prescribing by statute the securities in 
which fiduciary funds might be invested, 
the purpose of the legislature was to specify 
those types of investment which to it 
seemed to afford a maximum of safety, but 
that the purchase by a fiduciary of securi- 
ties so specified does not free the fiduciary 
from responsibility for resultant loss if he 
fails to exercise reasonable judgment and 
discretion in making the investment. 


Jurisdiction—Bias of Probate Court. 


Massachusetts—Supreme Judicial Court 
King v. Grace, 1936 A. S. 415. Decided February 


5, 1936. 

An attempt was made to have an account 
heard before a different judge, on the 
ground that the presiding judge had ex- 
pressed the opinion that a contest of the 
account would be a useless expense and 
that the accountant’s charges were reason- 
able.These allegations were denied. The pre- 
siding judge insisted on hearing the case. 

Held: that an earlier expression of opin- 
ion by a judge on a matter to be decided 
does not necessarily disqualify him, and 
there did not appear to be anything in the 
circumstances of this case which deprived 
the contestant of his constitutional right to 
be heard before an impartial judge. 


Powers-Void—Collateral Attack on 
Order authorizing Lease by Spe- 
cial Administrator Acting under 
Void Appointment—Effect of Set- 


tlement of Administrators’ Ac- 
counts on Persons Claiming Ad- 
versely to Estate. 


California— 

Texas Company v. Bank of America N. T. & 

S. A., 91 Cal. Dec. 63, ———— Cal. (2d) " 

December 30, 1935. 

Defendant Bank while acting as special 
administrator under appointment later held 
void (Olcese v. Superior Court, 210 Cal. 
566) executed, pursuant to proceedings 
regular in form, oil lease to plaintiff. Pres- 
ent action brought by lessee to recover con- 
sideration paid for lease. Judgment for 
plaintiff affirmed. 

HELD: (1) Under statute requiring peti- 
tion to lease to be filed by administrator, 
executor or person interested in estate, de 
facto administrator acting under void ap- 
pointment not entitled to petition, and 
court had no jurisdiction to authorize lease. 
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(2) Lease not validated by ratification by 
heirs of all acts of defendant as administra- 
tor since lessee not party to ratification. 

(3) Plaintiff not concluded by order set- 
tling account, including accounting for 
bonus paid for lease. Accounting conclusive 
against persons interested in estate, but 
plaintiff not being such person could not 
contest account and not bound by it. Court 
in settling accounts has no jurisdiction to 
determine rights of persons claiming ad- 
versely to estate. 


Principal and Income — Apportion- 
ment of Carrying Charges and 
Proceeds of Sale of Real Estate 
Acquired Upon the Foreclosure of 
Mortgages. 


New York—Court of Appeals 

In Re Chapal ——— N. Y. - 

ary 14, 1936. 

The petitioning testamentary trustees had 
sought instructions, in the absence of gov- 
erning provisions in the will, as to the 
proper allocation of carrying charges and 
proceeds of sale of several parcels of real 
estate, each acquired upon the foreclosure 
of a mortgage. 

HELD: (1) A separate account should be 
set up for each parcel of real estate. 

(2) If the income of a particular parcel 
should be insufficient to pay the carrying 
charges thereof, the trustees should pay the 
deficiency from the principal of the trust 
estate and not from the income thereof. 

(3) If the income of a particular parcel 
should be more than sufficient to pay the 
carrying charges, the trustees, in their dis- 
cretion, might retain some portion thereof 
to meet possible subsequent deficiencies. 

(4) If such surplus should exist in the 
case of a particular parcel with respect to 
which the trustees have theretofore paid 
deficiencies of income from the principal of 
the trust, the trustees should reimburse the 
principal of the trust estate from such 
income. 

(5) Upon the sale of a particular par- 


cel, the proceeds should be used: 
First: to pay the expenses of the sale and the 
foreclosure costs; | 
Second: to reimburse the principal of the trust 
estate for any advances of principal made for 
earrying charges and not theretofore reimbursed 
out of income from the property; and 
Third: the balance to be apportioned between 
principal and income in the following proportions: 
to principal, that proportion of such balance which 
the original mortgage investment bears to the 
sum of the original mortgage investment and un- 
paid interest accrued to the date of the sale 
upon the original investment, and to income that 


,» Decided Janu- 
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proportion of such balance which the unpaid in- 
terest accrued to the date of such sale upon the 
original mortgage investment bears to said sum 
of the original mortgage investment and such un- 
paid interest. The court did not determine the rate 
at which such interest was to be computed. 


Furniss v. Cruikshank, 230 N. Y. 498, 
was distinguished by the court on the 
grounds that the court was there dealing 
with property which had become unproduc- 
tive in the ownership of the testator, as 
to which it was held that an equitable con- 
version was effected as of one year after 
the trust was set up. 


Principal and Income—Apportion- 
ment of Carrying Charges and 
Proceeds of Sale of Real Estate 
Acquired Upon Foreclosure of 
Mortgages. 


New York—Surrogate’s Court, Kings County 
Matter of Hutter. Decided January 22, 1936. 


This represented an application of the 
principles laid down by the Court of Ap- 
peals in In Re Chapal, supra, to numerous 
particular situations presented to the Sur- 
rogate, 

The Surrogate expressed the view that 
from the proceeds of the sale of a particu- 
lar parcel, before making an apportion- 
ment between principal and income, there 
should be paid not only the expenses of the 
sale and foreclosure and reimbursement to 
principal for advances made for carrying 
charges, as indicated by the Court of Ap- 
peals, but also interest to the income bene- 
ficiary upon any sums so advanced from 
principal. The court stated that for this 
purpose interest should be allowed at the 
approximate current legal investment rate, 
which it determined in the case before it 
to have been four per cent. 

The court further held that in appor- 
tioning the proceeds of sale the amount of 
the unpaid interest accrued to the date of 
the sale upon the original investment 
should be computed at the rate reserved in 
the original mortgage. The Court of Ap- 
peals, in In Re Chapal, supra, had refused 
to determine the rate at which such inter- 
est should be computed. 


Trust-Testamentary — Void For In- 
definiteness. 


Massachusetts—Supreme Judicial Court 
Old Colony Trust Co. v. Wadell, 1936 A. S. 288. 
Decided January 29, 1936. 


The testatrix bequeathed the residue of 
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her estate to her executors and trustees in 
trust for the purpose “of paying any per- 
son or persons who may have rendered 
service in taking care of me or nursing me. 
What I mean by this is that if there is 
anything left, after the payment of my just 
debts and charges of my last sickness and 
burial, and payment of the bequests set 
forth, if, in the judgment of my said 
Executors and Trustees, any person or per- 
sons, not already remembered by me here- 
in, may be caring and doing for me, to be 
justly and fairly rewarded.” 

Held: the trust was void for indefinite- 
ness. It was not a bequest of the entire 
residue to be divided among the benefi- 
ciaries in any ascertainable proportions. 
Likewise it was not a trust for the pay- 
ment of sums legally owed, as debts were 
expressly taken care of outside the fund. 
Neither the trustees nor the Court can ad- 
minister a trust which is not based on the 
actual value of the services and which does 
not divide the fund according to the com- 
parative amount or value of services ren- 
dered by different persons, but is based 
solely upon the payment of rewards or gra- 
tuities which may not exhaust the fund 
and for the ascertainment of which no 
standard is furnished. 


Bank Statistics 


Comptroller of the Currency, J. F. T. O’Con- 
nor announced February 19 that the deposits 
of the 5,392 active national banks in the 
continental United States, Alaska, Hawaii 
and the Virgin Islands of the United States, 
on December 31, 1935, the date of the last 
call made for statements of condition, aggre- 
gated $24,847,733,000, which was the largest 
amount ever reported in the history of the 
National Banking System. 

First computations by the Federal Deposit 
Insurance Corporation of certified statements 
by insured banks show total average daily 
deposits for the three closing months of 1935 
of approximately $41,629,000,000. The 14,208 
member banks of the FDIC will pay as in- 
surance assessment for the first six months 
of 1936 the sum of $17,345,000. 

The Federal Reserve Bulletin reports that 
bank failures have dropped from 57 in 1934, 
to 34 in 1935. Deposits of the closed banks 
for 1935 were $10,158,000, compared with 
$36,937,000 for the year 1934. 
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